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NEWARK BAY STUDY AREA
PRP DATA EXTRACTION FORM

Elizabethtown Gas COlnpany,
Elizabeth, New Jersey Sites

CANDIDATE PRP(S):

PRP: Pivotal Utility Holdings, Inc. (as successor to Elizabethtown Gas Company ["ETG"])

CURRENT MAILING ADDRESS/CONTACT INFO:

PRP: Pivotal Utility Holdings, Inc.
John Kean, Jr., President and CEO
P.O. Box 760
Bedminster, NJ 07921

BAC000005, BAC000006, BACOOOOB

FACILITY ADDRESS:

The Elizabethtown Gas Company ("ETG") has operated at two locations along the Elizabeth River
in Elizabeth, Union County, New Jersey: the "Erie Street Site"; and the "South Street Site."

Erie Street Site:

200-234 Third Avenue
Elizabeth, Union County, New Jersey 07207

The Erie Street Site is comprised of a tract of land approximately 24.5 acres in size, located at Third
Avenue between South 2nd Street and Delaware Street, and identified as Block 5, Lot 1381 on the
City of Elizabeth, NJ tax map. The Site is bounded by: Third Avenue and residential properties to
the northeast; South 2nd Street and a trucking company to the southeast; railroad tracks and the NJ
Turnpike to the northwest; and the Elizabeth River to the southwest. The Erie Street Site is located
at a point on the Elizabeth River approximately 0.7 miles upstream of its confluence with the
Arthur Kill. BBA000004, BBA000006, BBAOOOOll

South Street Site:

406 South Street
Elizabeth, Union County, New Jersey 07202
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The South Street Site is comprised of a tract of land approximately 2.7 acres in size and identified
as Block 9, Lot 1151 on the City of Elizabeth NJ tax map. The Site is bounded by: South Street
and light industry to the north; Fourth Avenue and residential properties to the east; Centre Street
and residential properties, and a portion of an Elizabeth Flood Control Basin, to the south; and the
Elizabeth River to the west. The Route 1 & 9 viaduct crosses diagonally over the western portion
of the Site (in a north-northeasterly direction from the southwest comer of the Site) at an
approximately 30-foot elevation. The South Street Site is located at a point on the Elizabeth River
approximately 2 miles upstream of its confluence with the Arthur Kill. BBA000030, BBA000044
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The approximate locations of the two ETG Sites are shown on the following annotated aerial
photographs:

t~ • ";
p'

Elizabethtown Gas Company - Erie Street Site
200-234 Third Avenue

Elizabeth, Union County, NJ

Aerial photograph copyrighted 2007
Source: Google Earth (Europa Technologiesrrele Atlas/Bluesky)

Annotated Site outline and location is an approximation
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Elizabethtown Gas Company - South Street Site
406 South Street

Elizabeth, Union County, NJ

Aerial photograph copyrighted 2007
Source: GoogJe Earth (State of New Jersey/Europa Technologies/Tele Atlas)

Annotated Site outline and location is an a roximation
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FINANCIAL VIABILITY (annual revenue, # of employees):

Pivotal Utility Holdings, Inc. ("Pivotal," parent company of ETG) is wholly owned by AGL
Resources, Inc. ("AGL"), which has assumed responsibility for existing and future environmental
remediation costs at all ETG sites. [See detailed discussion in the "Dates of Operation" section,
below, of this Data Extraction Form.] AGL distributes natural gas to more than 2.2 million end-use
customers through its public-utility company subsidiaries, including Pivotal, which owns and
operates three utility divisions in New Jersey, Florida, and Maryland, one of which is ETG.
Pivotal, through its ETG division, currently serves approximately 269,000 customers in Union,
Middlesex, Sussex, Warren, Hunterdon, Morris, and Mercer counties in New Jersey. AGL reports
having 2,385 employees and consolidated operating revenues of $2,621 million for 2006.
BAC000005, BAC000006, BAC000007, BAC000009, BAC000014

DATES OF OPERATION (include info. on predecessors/successors if known):

Erie Street Site:

The Metropolitan Gas Light Company, later purchased by ETG, had owned a 2-acre portion
of the Erie Street Site since 1857 and began coal gas operations on the Site by 1889. ETG
bought Metropolitan Gas Light Company, including the 2-acre property and additional
properties to the west and southwest in 1892 to establish the 24.5-acre Erie Street Site. ETG
successors continue to own the Site. (See additional "History, Ownership and Succession of
ETG" below.) BBA000018, BABOOOOOI

South Street Site:

The South Street Site was operated by ETG from 1855 to 1901. ETG continued to own the
entire 2.7-acre Site until 1978-1980 when approximately half of the property was
condemned and transferred to the City of Elizabeth for flood control projects. The Northern
and Southern Retention Basins were created on the western portion of the Site adjacent to
the Elizabeth River. ETG successors continue to own the remaining half of the original
Site. (See additional "History, Ownership and Succession ofETG" below.) BBA000048

History, Ownership and Succession of ETG:

Information has been obtained on the following key dates in the history and corporate successorship
of the Elizabethtown Gas Company:

• 1855 - 1922:

• 1966 - 1969:
3/2712008

Elizabethtown Gas Light Company was a corporation created in 1855
by an Act of the Legislature of New Jersey to fuel the 300 gas lights
lining the streets of Elizabeth, NJ. BACOOOOOl, BBCOOOOOl,
BBCOOOOlO

Elizabethtown Consolidated Gas Company was created in 1922 by an
Agreement of Consolidation between Elizabethtown Gas Light
Company, Metuchen Gas Light Company, Rahway Gas Light
Company, and Cranford Gas Light Company. BBCOOOOOl,
BBCOOOOlO

In 1966, Elizabethtown Consolidated Gas Company changed its name
5



• 1983:

• 1994 - 2000:

• March 1, 2001:

• 2004:

• 2005:

312712008

to Elizabethtown Gas Company ("ETG"). BBCOOOOlO

National Utilities & Industries Corporation was formed and
incorporated in the State of New Jersey in January 1969.
BBC000023

In April 1969, National Utilities & Industries Corporation acquired
ETG through a stock exchange, whereby National Utilities &
Industries Corporation exchanged shares of its common stock for the
outstanding shares of ETG common stock. BBC000012, BBC000025

ETG was operated as a wholly-owned subsidiary of National Utilities
& Industries Corporation. BBC000031

National Utilities & Industries Corporation changed its name to NUl
Corporation ("NUl"). BBC000026

In 1994, ETG was merged with and into NUl, with NUl continuing
as the surviving corporation. BBC000031

ETG became an operating division of NUl. BAC000002

In 2000, NUl Holding Company ("NUl Holding") was incorporated
in the State of New Jersey. BBC000018

Pursuant to a Exchange Agreement, NUl Holding acquired all of
NUl's stock, thereby making NUl Holding the parent corporation and
NUl the subsidiary. BAC000003, BBC000020

Subsequently, NUl Holding was renamed NUl Corporation, and the
former NUl was renamed NUl Utilities, Inc. ("NUl Utilities").
BAC000003, BBC000019, BBC000033

AGL Resources, Inc. ("AGL"), an Atlanta based Fortune 1000 energy
services holding company trading on the New York Stock Exchange
under ticker symbol "ATG" acquired NUl Corporation. The
acquisition was accomplished by a merger of Cougar Corporation, a
wholly owned subsidiary of AGL, with and into NUl Corporation,
with NUl Corporation continuing as the surviving corporation.
Pursuant to the Merger, AGL acquired all the outstanding shares of
NUl Corporation for approximately $218 million, including the
assumption of $709 million in debt; and AGL also assumed
responsibility for existing and future environmental remediation costs
at all the ETG sites. BAC000004, BAC000005, BAC000006,
BAC000007, BAC000008, BACOOOOlO

NUl Utilities d/b/a Elizabethtown Gas Company (a division of NUl
Utilities) changed its name to Pivotal Utility Holdings, Inc.
("Pivotal") d/b/a Elizabethtown Gas Company. BAC000012,
BBC000037
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ETG, a division of Pivotal, currently serves approximately 269,000 customers in Union, Middlesex,
Sussex, Warren, Hunterdon, Morris and Mercer counties in New Jersey. AGL distributes natural
gas to more than 2.2 million end-use customers through its public-utility company subsidiaries,
including Pivotal, which owns and operates three utility divisions in New Jersey, Florida, and
Maryland, one of which is ETG. AGL reports having 2,385 employees and consolidated operating
revenues of $2,621 million for the 2006. BAC000005, BAC000006, BAC000007 BAC000009,
BAC000014

DESCRIPTION OF FACILITY OPERATIONS (list CERCLA hazardous substances used,
manufactured or present):

Erie Street Site:

Since the beginning of operations at the Erie Street Site, utility gas has been produced, stored,
and/or distributed at the Site. "Coal gas" was manufactured on the Site from at least ,as far back as
1889 until 1915. This gasification process involved the use of coal, coke, and oil. After 1915, coal
gas production was replaced by carbureted water gas production, which generally utilized water in
place of oil. Both processes, however, involved loading coal/coke into a furnace (retort) and the
generation of tar as a by-product. By approximately 1927, 80,000 tons of coal was used per year;
and by 1935, 500 million cubic feet of gas was produced per year. The original Site buildings
consisted of a warehouse, main office, engine room, carpenter shop, boiler room, pump house,
generator house, pipe shop, and a weldinglblacksmith garage. Additionally, there were various
aboveground storage units and five main gas holders on the Site, including Gas Holder No.8 - built
in 1947 with a 10 million cubic foot capacity - the largest in the world at that time. All of the
original buildings were demolished in 1976. BABOOOOOI

Poor quality byproducts and process waste, including coal, coke, slag, coal tar, oils and wood chips,
were landfilled mostly in the southern portion of the Site "where they were used with other backfill
materials to cover the marsh deposits" adjacent to the Elizabeth River. Historical photos show that
the southern portion of the Site near the river was once swampland. Remedial investigations have
shown that the fill is generally thickest (up to 10 feet) in this area. BBA000001, BBA000003

Regular gas production was discontinued in March 1951. The equipment was converted to use a
different process to produce gas from coal only during high-demand periods. At that time, a new
control system was built and the main business at the Site became the distribution of natural gas. In
1966, gas production ceased completely. An alternate fuel (propane air) plant was installed in
1974. Stored propane and air were mixed to produce a gas combustible with natural gas. Circa
1989, ETG began storing propane and liquid natural gas ("LNG") for peak usage. Natural gas was
converted to LNG by decreasing its temperature. One cubic foot of LNG equals about 618 cubic
feet of natural gas. The LNG was converted back into gas by three gas-fired vaporizers that
transferred heat to a water bath, which vaporized the LNG. The Site continues to operate as an
active natural gas storage and transfer facility. In June 1992, ETG signed a Memorandum of
Agreement with the New Jersey Department of Environmental Protection ("NJDEP"), which
required a remedial investigation and remedial action be conducted at the Site. BAB000001,
BBA000006

When Gas Holder No.8 was cleaned out (year unknown -likely around 1966 when production
ceased) forty men reportedly were needed to clean the "muck" out of the bottom. A hole was cut in
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the side of the holder to hand bucket the muck out, but the location for the disposal of the waste was
not reported. BABOOOOO1

South Street Site:

Coal gas was produced on the Site from 1855 to 1901. Coal gasification processes resulted in the
generation of wastes including: coke, coal tar, light oils, clinker, coal tar pitch, ammonia, and
ammonium sulfate. Coal tar generally contains high levels of polynuclear aromatic hydrocarbons
("PAHs"). Tar wastes and spent oils were believed to have been disposed in unlined pits on Site.
Materials identified by United States Environmental Protection Agency ("USEPA") contractors in
1990 as retort slag and coal tar were found in Site surface and subsurface soils. BBA000032

.-
The original Site buildings consisted of a purifying house, a retort building, two coal sheds, an
engine house, a blacksmith shop, two sheds, an office building, and two gas holders (storage tanks).
All original buildings were demolished between 1959 and 1966, except for the retort house and
office building which were still present as of 1990. BBA000032

From 1901 until 1965, ETG reportedly used the Site for engineering operations, pipeline storage,
and dispatch for construction crews. In 1929, the New Jersey Department of Transportation
("NJDOT") began construction of the Routes 1 and 9 viaduct over the northwestern comer of the
Site. After 1965, ETG leased the Site to Franklin Hudson, an architect. From 1974 to 1979, ETG
leased the Site to Harvester Chemical Co., who did not operate on Site, but in tum subleased it to
Vignola Salvage Corporation, a bank safe repair company. During the 1978-1980 timeframe,
roughly the western half of the Site was condemned and transferred to the City of Elizabeth for
flood control projects, including the Northern and Southern Retention Basins adjacent to the river.
Beginning in 1980 to 1990, Vignola leased directly from ETG the remaining portion of the Site still
owned by ETG; and Vignola, in tum sublet portions of the Site, generally for trucking and parking.
BBA000040, BBA000044, BBA000048

NJDOT performed environmental investigations between 1987 and 1989 on a portion of the Site
along the northern boundary related to the widening of the Routes 1 & 9 viaduct. Subsequently,
this led to the signing of an Administrative Consent Order in April 1991 between NJDEP and ETG
for the original 2.7-acre footprint owned historically by ETG. A Final Revised Remedial
Investigation ("RI") Report was issued by ETG in October 1996. In 1998, due to delays in
delineating contamination in the RI reports, NJDEP required ETG to combine the remaining
delineation work and a Remedial Action Plan as a "Phase II Pre-Design Investigation." A revised
version of the draft of that report was issued in February 2006. As of July 2007, source
identification and delineation of a benzene groundwater plume continues. BBA000046,
BBA000078, BBA000088

SOIL SAMPLING AND CONTAMINATION:

Erie Street Site:

Surface and sub-surface soil investigation analyses have detected the following hazardous
substances, at the levels indicated, associated with Site operations:

Volatile Organic Compounds ("VOCs") including:
• Benzene at up to 320 parts per million ("ppm")
• Xylenes at up to 650 ppm
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PARs including:
• Acenaphthene at up to 12,000 ppm
• Anthracene at up to 7,300 ppm
• Benzo(a)anthracene at up to 2,700 ppm
• Benzo(b)fluoranthene at up to 660 ppm
• Benzo(a)pyrene at up to 1,700 ppm
• Benzo(k)fluoranthene at up to 1,400 ppm
• Chrysene at up to 2,600 ppm
• Dibenz(a,h)anthracene at up to 5.9 ppm
• Fluoranthene at up to 6,000 ppm
• Fluorene at up to 7,700 ppm
• Indeno(1,2,3-cd)pyrene at up to 620 ppm
• Naphthalene at up to 30,000 ppm
• Pyrene at up to 8,000 ppm

Metals including:
• Antimony at up to 28.1 ppm
• Arsenic at up to 868 ppm
• Barium at up to 2,560 ppm
• Cadmium at up to 90.9 ppm
• Copper at up to 3,120 ppm
• Lead at up to 48,500 ppm
• Mercury up to 41.6 ppm
• Thallium at up to 8.8 ppm
• Zinc at up to 4,390 ppm
• Cyanide at up to 1,420 ppm

BBAOOOOll, BBA000018

South Street Site:

Surface and sub-surface soil investigation analyses have detected the following hazardous
substances, at the levels indicated, associated with Site operations:

Coal tar product PARs including:
• Acenaphthene at up to 220 ppm
• Anthracene at up to 500 ppm
• Benzo(a)anthracene at up to 2,500 ppm
• Benzo(b)fluoranthene at up to 1,500 ppm
• Benzo(k)fluoranthene at up to 1,400 ppm
• Benzo(a)pyrene at up to 1,900 ppm
• Chrysene at up to 2,800 ppm
• Dibenz(a,h)anthracene at up to 570 ppm
• Fluoranthene at up to 1,300 ppm
• Fluorene at up to 2,500 ppm
• Indeno(1,2,3-cd)pyrene at up to 1,000 ppm
• Naphthalene at up to 3,500 ppm
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• Pyrene at up to 970 ppm
• Dibenzofuran up to 460 ppm
• 2,4-Dimethylphenol at up to 12 ppm

VOCs including:
• Benzene at up to 82 ppm
• Ethylbenzene at up to 181 ppm
• Total xylenes at up to 403 ppm

Metals including:
• Arsenic at up to 38.4 ppm
• Barium at up to 1,430 ppm
• Beryllium at up to 1.5 ppm
• Cadmium at up to 1.9 ppm
• Lead at up to 2,470 ppm
• Mercury at up to 34.7 ppm
• Thallium at up to 2.7 ppm
• Zinc at up to 3,980 ppm
• Cyanide at up to 2.4 ppm

BBA000044, BBA000078

GROUNDWATER SAMPLING AND CONTAMINATION:

Erie Street Site:

Groundwater investigation analyses involving overburden and bedrock systems have detected the
following hazardous substances, at the levels indicated, associated with Site operations:

VOCs including:
• Benzene at up to 140,000 parts per billion ("ppb")
• Ethylbenzene at up to 2,200 ppb
• Xylenes at up to 3,600 ppb

Semivolatile Organic Compounds ("SVOCs") including:
• 2-Methylnaphthalene at up to 1,100,000 ppb
• Acenaphthene at up to 260,000 ppb
• Anthracene at up to 150,000 ppb
• Benzo(a)anthracene at up to 64,000 ppb
• Benzo(b)fluoranthene at up to 22,000 ppb
• Benzo(k)fluoranthene at up to 35,000 ppb
• Benzo(a)pyrene at up to 57,000 ppb
• Benzo(g,h,i)perylene at up to 21,000 ppb
• Chrysene at up to 78,000 ppb
• Dibenz(a,h)anthracene at up to 15,000 ppb
• Dibenzofuran at up to 37,000 ppb
• Fluorene at up to 190,000 ppb
• Fluoranthene at up to 120,000 ppb
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• Indeno(l,2,3-cd)pyrene at up to 17,000 ppb
• Naphthalene at up to 1,400,000 ppb
• Phenanthrene at up to 610,000 ppb
• Pyrene at up to 160,000 ppb

Metals including:
• Antimony at up to 272 ppb
• Arsenic at up to 142 ppb
• Barium at up to 2,200 ppb
• Beryllium at up to 5 ppb
• Cadmium at up to 22.1 ppb
• Lead at up to 237 ppb
• Manganese at up to 23,500 ppb
• Silver at up to 37 ppb
• Thallium at up to 10.4 ppb
• Zinc at up to 14,500 ppb
• Ammonia at up to 5,900 ppb
• Cyanide at up to 14,400 ppb (adjacent to the Elizabeth River)

BBA000013, BBA000018

Groundwater beneath the Erie Street Site is reported to most likely flow to the southwest toward the
Elizabeth River. BBA000004

South Street Site:

Groundwater investigation analyses involving overburden and bedrock systems have detected the
following hazardous substances, at the levels indicated, associated with Site operations:

Coal tar product VOCs including:
• Benzene at up to 4,000 ppb
• Toluene at up to 1,400 ppb
• Xylenes at up to 1,100 ppb

SVOCs including:
• 2-Methylphenol at up to 580 ppb
• 4-Methylphenol at up to 1,500 ppb
• 2,4-Dimethylphenol at up to 1,200 ppb
• Naphthalene at up to 2,700 ppb
• 2-Methylnaphthalene at up to 290 ppb
• Dibenzofuran at up to 130 ppb

Metals including:
• Antimony at up to 40.1 ppb
• Arsenic at up to 516 ppb
• Cadmium at up to 6.7 ppb
• Lead at up to 85.8 ppb
• Manganese at up to 4,890 ppb
• Cyanide at up to 3,900 ppb
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BBA000044, BBA000046, BBA000078, BBA000086

The direction of groundwater flow in both the overburden and bedrock zones is toward the
Elizabeth River. BBA000086

SEDIMENT AND SURFACE WATER SAMPLING AND CONTAMINATION:

Erie Street Site:

An "evaluation of the impact of the Erie Street former MGP site on the Elizabeth River sediments"
was performed during the Remedial Investigation. Sediment samples collected from an Elizabeth
River transect adjacent to the Site contained the following hazardous substances associated with
Site operations:

PARs including:
• 2-Methylnaphthalene at up to 160 ppm
• Acenaphthene at up to 73 ppm
• Anthracene at up to 44 ppm
• Benzo(a)anthracene at up to 23 ppm
• Benzo(b)fluoranthene at up to 12 ppm
• Benzo(k)fluoranthene at up to 14 ppm
• Benzo(a)pyrene at up to 15 ppm
• Benzo(g,h,i)perylene at up to 12 ppm
• Chrysene at up to 27 ppm
• Dibenz(a,h)anthracene at up to 2.7 ppm
• Dibenzofuran at up to 7.9 ppm
• Fluorene at up to 42 ppm
• Fluoranthene at up to 44 ppm
• Indeno(I,2,3-cd)pyrene at up to 9.1 ppm
• Naphthalene at up to 160 ppm
• Phenanthrene at up to 140 ppm
• Pyrene at up to 78 ppm

Metals including:
• Arsenic at up to 16 ppm
• Cadmium at up to 18 ppm
• Copper at up to 334 ppm
• Lead at up to 980 ppb
• Manganese at up to 397 ppm
• Silver at up to 11.7 ppm
• Zinc at up to 795 ppm
• Cyanide at up to 1.34 ppm

BBA000018

As stated in the Supplemental Remedial Investigation Report, groundwater contamination is present
in the overburden zone adjacent to the Elizabeth River and likely discharges to the river. Therefore,
surface water samples were collected from the Elizabeth River to determine any impacts from Site
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groundwater. Analysis of a surface water sample collected downstream from the Site in the
Elizabeth River detected the following hazardous substances associated with Site operations:

• Arsenic
• Thallium

These contaminants were detected at levels exceeding the NJDEP saline estuary Class 3 Surface
Water Quality Criteria. BBA00018

Analysis of a surface water sample collected from a catch basin discharging to the Elizabeth River
detected Benzene at 8.1 ppb. BBA000016

South Street Site:

Surface water from the Northern Retention Basin on the western portion of the Site contained the
following hazardous substances, at the levels indicated, associated with Site operations:

PARs including:
• Benzo(a)anthracene at up to 27 ppb
• Benzo(b)fluoranthene at up to 2 ppb
• Benzo(k)fluoranthene at up to 2 ppb
• Benzo(a)pyrene at up to 2 ppb
• Chrysene at up to 2 ppb

Metals including:
• Arsenic at up to 4.7 ppb
• Manganese at up to 319 ppb
• Cyanide at up to 11.4 ppb
• Total Phenols at up to 15 ppb

BBA000044

PERMITS (provide dates):

Erie Street Site:

NJPDES:

NJ0063746 - This emergency permit was issued in November 1986 authorizing the
discharge to ground water ("DGW") for an aquifer pump test. BBA000002

South Street Site:

No information is available at this time.
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NEXUS TO NEWARK BAY STUDY AREA (describe in detail; cite to supporting
documentation; date or time period of disposal; list CERCLA hazardous substances and volume, if
known):

Direct (e.g. pipe, outfall, spill):

Erie Street Site:

The Elizabeth River creates the southwest boundary of the Site. BBA000004

A 1990 EPA Site Inspection Report indicated that prior to 1950, ammonia liquor, a process
waste, was reportedly disposed of by mixing with cooling water and discharging to the
nearest waterway - the Elizabeth River, a tributary to the Arthur Kill within the Newark
Bay Study Area. No information is available at this time regarding the disposition of other
process wastes. BBA000004

The Elizabeth River, a waterway within the Newark Bay Estuary, has been impacted by
hazardous substances discharged from the Site. Site-related hazardous substances have
been detected in sediment samples from the Elizabeth River, within 1 mile of the Newark
Bay Study Area, as described above. BBA000004, BBA000016, BBA000018

South Street Site:

The City of Elizabeth (the "City") did not construct the Westerly Interceptor Sewer (the
"Westerly Interceptor"), to divert discharges to the Joint Meeting of Essex and Union
Counties ("JMEUC") treatment plant, until 1906; therefore, all wastewaters from the Site
would have discharged directly to the Elizabeth River. BAA000061

Sanitary Sewer (provide name and location of Combined Sewer Outfall ("CSO"); details
regarding CSO overflows and dates):

Erie Street Site:

Prior to 1957, wastewaters generated at the Site would have been discharged directly to the
Elizabeth River. In 1957, the City completed the construction of an Easterly Interceptor
Sewer (the "Easterly Interceptor") to divert discharges to the JMEUC treatment plant.
Based upon information obtained to date, it is not known for sure if the Site was ever
connected into the Easterly Interceptor. Wastewaters that continued to be discharged from
the Site to the City sewer system, which is a combined sewer system, were subject to
overflows during rainfall events. BAL000001, BBA000004

The City was issued NPDES Permit No. NJ0020648 by the USEPA on November 30, 1978
to discharge wastewaters from various combined CSOs to the Elizabeth River, Woodruff
Creek, the Arthur Kill, Newark Bay, and the Great Ditch. This permit was later combined
in 1992 with JMEUC NJPDES Permit No. NJ0024741. BAB000135, BAJO00001,
BAL000005

The 1992 combined NJPDES permit for JMEUC and the City included CSO Number 035,
located south of the foot of Third Avenue in Elizabeth, as a "permitted" discharge to the
Elizabeth River. BAB000135, BAB000162, BAJO00001, BAL000003, BAL000005
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As a result of NJDEP's development of a general permit for Combined Sewer Systems that
was consistent with the National CSO Control Policy, the City was issued Individual
Authorization No. NJ0108782, under the General Permit for Combined Sewer Systems
NJPDES No. NJ0105023. The permit had an effective date of February 29, 2000 and an
expiration date of February 28, 2005. BAG000002, BAJOOOOOI

The Site is located within the City's "Area SSW" sewer system tributary district, which is
connected to the Third Avenue CSO. Of Note, the CSOs that are located in this district are
within one mile or less of the Arthur Kill. BALOOOOOl, BAL000003, BAL000005,
BAJOOOOOI
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The following annotated aerial photograph identifies the approximate location of the Site
within the "Area SSW" tributary district and of the Third Avenue CSO in Elizabeth, New
Jersey:

Elizabethtown Gas Company- Erie Street Site
Including Area SSW Tributary District and Third Avenue Outfall

Elizabeth, Union County, New Jersey

Aerial photograph copyrighted 2006
Source: Google Earth (Europa TechnologieslNavteq/State of New Jersey/Bluesky)

Annotated Site outline and location is an approximation

South Street Site:

Since Site operations were discontinued in 1901 and the Westerly Interceptor was not
constructed until 1906, wastewaters from the Site were never diverted to the JMEUC

treatment plant. All wastewaters from the Site were discharged directly to the Elizabeth
River through the City sewer system. BBA000016, BBA000032
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Storm Sewer:

Erie Street Site:

Although storm drains in the Site area discharge to the Elizabeth combined sewer system
and Site stormwater was reportedly filtered prior to discharge, another abandoned
stormwater drainage system was discovered in January 2007, which had directed, and
continued to direct, contaminated Site stormwater directly to the Elizabeth River via an
outfall from a swale. The stormwater swale runs north to south down the center of the Site
and includes catch basins that convey the water to the outfall. One of the catch basins was
shown to be connected to the river during the tidal survey originally reported in April 2001.
Site stormwater collected at an outfall to the swale in January 2007 was found to contain 8.1
ppm benzene. BBA000016, BBA000018

As of June 2007, it was unclear whether an interim remedial measure was implemented to
fully prevent this discharge, during both dry and wet weather, to the Elizabeth River.
Further, NJDEP expressed concern that the source of the benzene contamination had not
been addressed. BBA000021

South Street Site:

No information available at this time.

Runoff:

Erie Street Site:

Surface water runoff from the Site flows to the southwest toward the Elizabeth River.
BBA000004

Preliminary investigations by ETG have revealed extensive PAH contamination in the soil,
which also contains concentration levels of volatiles and metals (lead and arsenic) above
NJDEP Residential and Non-Residential Direct Contact Soil Cleanup Criteria. BBA000019

Historic aerial photographs show drainage channels running southeast across the Site to the
Elizabeth River. BBA000003

South Street Site:

Following the 1978/1980 acquisition of a portion of Site property by the City for flood
control, Site areas adjacent to the Elizabeth River were converted to retention basins by the
Army Corps of Engineers. The retention basins are several feet lower in elevation than the
remainder of the Site, allowing Site runoff to the basins. Water gates in the flood control
embankments "allow surface water to drain from the site into the river during periods of low
tide...During high tides, a pump discharges runoff water into the river." Storm sewers in
the area direct stormwater from the eastern portions of the Site and adjacent areas to the
retention basins. Site surface soil is contaminated as characterized above. BBA000044,
BBA000078
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Groundwater:

Erie Street Site:

Groundwater beneath the Erie Street Site is reported to most likely flow to the southwest
toward the Elizabeth River. BBA000004

There are three groundwater systems beneath the Site. The water table in the soil aquifer
zone (shallow overburden Zone A) adjacent to the southern Site boundary is 2.5 to 7.5
below ground surface, i.e. within the fill layer in the former marsh area. Groundwater flow
in the direction of the river is restricted by the flood control wall/embankment at the
northern end of the Site; however, the flow is channeled by the wall southward to the point
where the wall ends and the groundwater is discharged to the river. Shallow overburden
Zone A groundwater is contaminated as identified above. The shallow bedrock
groundwater, which is tidally influenced by the Elizabeth River, is also contaminated as
identified above. BBA000018

Preliminary investigations by ETG have revealed groundwater contamination with volatile
organics and metals, including cyanide, at concentrations above NJDEP Groundwater
Quality Standards. BBA000019

A February 2007 NJDEP memo notes that, due to lack of remedial action to remove product
and related contamination in subsurface soils and groundwater along the river, discharge is
"ongoing." Site groundwater is contaminated as identified above. BBA000013,
BBA000017, BBA000018

South Street Site:

No information is available at this time.

POTENTIAL NEXUS TO NEWARK BAY STUDY AREA (describe in detail; cite to
supporting documentation; list CERCLA hazardous substances and volume, if known):

Direct (e.g. pipe, outfall, spill):

Erie Street Site:

Preliminary investigations by ETG have revealed potential impacts to the adjacent Elizabeth
River. BBA000019

A June 1990 Final Draft Site Inspection Report prepared for USEPA states:

" ... groundwater is presumed to flow to, and be in direct hydraulic connection
with, the Elizabeth River. Wastes deposited on site are known to be in contact
with groundwater underlying the site. Therefore, there is a potential release of
contaminants to surface water through groundwater."

BBA000004
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An abandoned Site drainage system was investigated in January 2007 due to continued
discharge to the Elizabeth River. The system consisted of a 24-inch sewer line side-by-side
with a lO-inch sewer line running down the center of the property from the original
manufacturing area to the Elizabeth River. The structure of the system may indicate
historical use as a process wastewater disposal system. BBA000016

Historic aerial photographs show drainage channels running southeast across the Site to the
Elizabeth River. BBA000003

South Street Site:

No additional information available at this time.

Sanitary Sewer (provide name and location of combined sewer outfall ("CSO"); details
regarding CSO overflows and dates):

Erie Street Site:

A 1990 EPA Site Inspection Report indicated that stormwater was discharged to the sanitary
sewer rather than directly to surface water (the Elizabeth River). It is not known when
stormwater began discharging to the sanitary sewer. A 1921 Elizabeth sewerage plan map
does not show any Site storm drains; it does show storm drains in Third Avenue along the
eastern side of the Site. A 1998 Sewer System Map of the City of Elizabeth shows the
sewer line in Third Avenue connected to CSO 035. Since storm drains in the area of the
Site discharge to the combined sewer system, stormwater from the Site could be discharged
to the Elizabeth River via the Third Avenue CSO during events of heavy flow as described
above. Although stormwater was reportedly "filtered" before leaving the Site, the potential
exists that it could contain dissolved (unfilterable) contaminants. BAL000005,
BBA000004, BBA000016, CAA000003

An old brick sewer line in Third Avenue is believed to intercept Site groundwater. Site
groundwater is contaminated as identified above. This combined sewer system discharges
via the Third Avenue CSO to the Elizabeth River, as described above, during events of
heavy stormwater flow. BBA000018

South Street Site:

No additional information is available at this time.

Storm Sewer (provide name and location of CSO; details regarding CSO overflows and
dates):

Erie Street Site:

Catch basins are located on the perimeter of the Site along Third Avenue and South 2nd

Street. The Third Avenue CSO is described above.

South Street Site:

No additional information is available at this time.
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Runoff:

Erie Street Site:

The Site is waterfront to the Elizabeth River. It is probable that runoff from the Site
containing hazardous substances reached the Elizabeth River, which is a tributary to the
Arthur Kill/Newark Bay. BBA00004

South Street Site:

The Site is waterfront to the Elizabeth River. It is probable that runoff from the Site
containing hazardous substances reached the Elizabeth River, which is a tributary to the
Arthur Kill/Newark Bay.

Groundwater:

Erie Street Site:

A June 1990 Final Draft Site Inspection Report prepared for USEPA reported:

" ... poor quality tars and oils have been deposited in unlined pits on
site in the past. ..waste pits present a high potential for groundwater
contamination since contaminants could leach through soil to groundwater
... suspected contaminants include pyrene, anthracene, and other PARs."

BBA000004

South Street Site:

Although the Elizabeth River is now contained by a concrete flume, contaminated
groundwater may have directly discharged to the river prior to completion of the flume circa
1978-1980. BBA000044
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Erie Street

lost of the original buildings at Erie Street are
gone now. But the employees are especially proud of
the 1889 marker that symbolizes the long history of
gas men and women who worked at the plant and
were the backbone of the company since the very
beginning.

When the Elizabethtown Gas Light Company
purchased the Metropolitan Gas Light Company in
1892, the a~quisition included the gas manufacturing
plant at Ene Street. Senator Hamilton Fish Kean
recalled the early days. "I can remember in the 1870s
when we breakfasted at seven o'clock in the morning
and my father then drove in a buggy first to the saw
mill and then to inspect the farm, and from there
down to the old gas works, and there at the little
house at the gate was a young man called Francis
Engel, who was then superintendent of the works
and he would come out and stand by the buggy a~d
tell my father all the news of what the out-put the
night before h~d been, how much gas he made, and
any other gOSSIp there was about the works."

In those days coal was brought up the Elizabeth
River in barges and unloaded by a bucket. The coal
was stored in a shed which was opposite a bank of
retorts. The men used wheelbarrows to transport the
coal across the road to the retorts. These retorts

• ---
were made by the Gautiers in Jersey City. All the
shoveling was done by hand. The men, even in the
winter, wore old trousers, shoes and undershirts. It
required some skill to be able to toss the coal and
spread it evenly over the bottom of a long retort.
The heat from the burning coal was so great that the
perspiration used to pour from the men as they
worked.

After the retort was charged the men shut it and
plastered handfuls of wet clay around the edges of
the door to get it as nearly airtight as possible. After
about eight hours the coal had been turned into
coke. The door was opened, a long iron bar with a
crosspiece on the end was thrust into the retort the
burning coke was pulled out into a steel barro~, and
a man squirted water on it to cool it. It was then
taken out and dumped in the coke pile.

Nearly everything around the works was hard
hand labor. The men had to be well muscled and
tough to stand it. In those days the tar left behind
after the coal had been reduced to coke had to be
pumped out by hand. Later, steam was used to
pump the tar out.

The original process described above used soft
coal to produce "coal gas." By about 1915, the
process was changed and carbureted water gas was
produced by converting coal, coke, steam and oil at
temperatures ranging from thirteen hundred to two
thousand degrees Fahrenheit. The gas was produced
by spraying the hot coals with steam and oil. Huge
air-blowers fanned the fires to the temperature
required. Once the gas reached thirteen hundred
degrees, pressure from the boilers forced it through a
pipe into a saltwater condenser. In the condenser the
gas was cooled, cleaned with a spray, pumped and
then purified in a sulphur eliminating process before
being stored in the gas holders. According to Bill
Stansbury, who worked at Erie Street, "People used
to bring their children down to the plant to inhale

The dock at Erie Street on the
Elizabeth River where the
coal was unloaded, 1900.

(Courtesy ofJohn Tieman)
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The gas makers at Erie Street, 1915.

the sulphur because it was believed that it helped to
relieve the whooping cough. Later on, they realized
it was just an old wive's tale."

The pumps used in the process were of two types,
exhausters and boosters. According to a 1934 Pilot
Light, exhausters were operated by two impellers
Which rotated in opposite directions, causing a
Suction on one side and a pressure on the other.
Pressure created by exhausters could range up to ten
POunds above air pressure. The exhausters were used
for transferring gas from the relief holder through
~he condensers, scrubbers and purifiers and finally
~nto the storage holder, from which the gas went out
lUto the distribution mains. The exhausters sucked
the gas in and discharged it through the purifying
apparatus at a pressure of about one pound per
square inch.

Boosters were the familiar piston-type pumps,
Which could withstand pressures up to two thousand
POunds. The booster pumps, used to maintain

-
b
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The gas was stored in this tank
before going into the purifying
box. Pressure would build up

inside ofthe tank and often the
top would blow off According to

Bill Stansbury, "We would have
to climb up to the top and use big
hooks to pull the spout down out

ofthe exhaust pipe. "

pressure in the mains, carried a pressure of fifteen
pounds per square inch. They were capable of
producing a pressure of thirty-five pounds per
square inch, but attaining the limit of pressure was
not necessary.

During this period barge loads of coal were"'
brought up the Elizabeth River and hoisted high
above the bunkers which were used to store the coal.
The coal was then released into the fires, one carload
every twenty minutes. As much as fifty thousand
tons of coal were piled at one time in the yard
anticipating peak days, or the possibility of a
problem with deliveries. The barges came up the
Elizabeth River until 1927, when the river was
relocated in anticipation of the New Jersey
Turnpike. After that time the railroad delivered
twenty carloads of coal a day. About eighty
thousand tons of coal were used each year.

In 1946, there were forty-two hundred tons of coal
piled in the yard, which was considered sufficient for
only thirty days. There was a coal shortage at the
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time, and John J. Crilly, the superintendent, started
to conserve the supply. Emlen Roosevelt, a member
of the board, later remembered that John Crilly
stored away so much coal that the company did not
have to buy any for the last three months before the
conversion in 1950.

The gas was quite toxic. Joe Millhiser, Sr., who
worked for the street department for forty-three
years, had a close call with it. The story was told by
Frank Engel: "Gas masks had been developed during
the war but were still completely new to our
industry. Our company was endeavoring to teach the
men to wear masks while working on leaks but they
were more terrified of the masks than they were of
the live gas. Therefore, the men were working
without the masks and dropping like flies when they
were overcome by the gas. Joe volunteered to be the
guinea pig, donning a mask, fixing a major leak and
walking off the job in perfect health. The men wore
the masks without a complaint from that day on.

-
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Aerial view ofthe Erie Street plant, June 1948.

"Shortly after this incident, Joe arrived at the
scene of an emergency and in his excitement, forgot
to put on his mask. A few minutes later he tried to
Yell instructions to a member of the crew and ended
up face down in a puddle. Joe was taken to the
hoSpital and by the time he was revived all his
clothes had been removed. The story becomes a little
confused at this point. Some say Joe chased the
nUrses all over the hospital, while others say the
~Urses chased Joe. In any event he finally ended up
In a straitjacket until the effects of the gas wore off."

•
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The Erie Street yard in 1947 showing the foundation ofthe
engine room. Notice the pile ofcoal at the left ofthe photo.

Originally there were nine buildings on the
property at Erie Street: the warehouse, the main
office building, the engine room, the carpenter shop,
the boiler room, the pump house, the generator
house, the pipe shop and a building which contained
a welding, machine, and blacksmith shop as well as a
garage.

In 1976, most of the old buildings were
demolished. Neil Schurig, manager of measurement
and regulation, was part of the team that oversaw



• -

--
John J. Crilly atfifteen in one ofthe company'sfirst
automobiles.
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Francis Engel (left) and Roger Crilly (right) at the opening of
the new H.P. Boiler House at Erie Street, 1931.

THE GAS HOUSE CRILLYS

The Crilly family has been synonymous with
the gas company sinct. its early years. The first
member of the family to work for the company
was Roger Crilly, who was superintendent of the
Third Avenue plant for forty-five years. Three of
his seven children were employed by the gas
company, including his eldest, John J., who
worked as his assistant for twenty-four years. He
also had a brother, James Crilly, who was a
watchman at the Erie Street works.

Roger Crilly worked for the company eight
hours a day, seven days a week. During his forty­
five years of employment, he only missed a few
weeks of work. When asked what he felt about his

-~~.joh.huepli~e.ver~huI:Wm.ynne...nor~"~.~.~~ ..~.~~"·~~
--.--pr.e:vented-a.:..pefSon.Jrom-i.ncreasing-chis~-~-·_.~~ __·· --

knowledge. "
Roger Crilly was born in Newcastle, England,

in 1863 and started work at the age of eleven in
the Burnet Chemical Company after only a few
years of schooling. In 1886 he came to this
country, where his first job was with Brown's
Machine Shop on Third Street in Elizabeth. Soon
after, he was hired as an engineer in the brickyard.
It was there that he noticed some construction
taking place on the adjacent farm, owned by the
E.G.Brown estate. Mr. Crilly went to investigate
and found that a new company, the Metropolitan
Gas Light Company, was building a gas plant.
That day, Roger was hired as an engineer to help
in the construction of the new building.

After three years, the Metropolitan Gas Light
Company was acquired by the Elizabethtown Gas
Light Company. At the time of purchase, there
were only two small holders at the plant, one for
crude gas and one for commercial gas, with a total
capacity of 340,000 cubic feet. By the end of
Roger Crilly's career, the plant had grown to be
one of the most modern in the United States, with
an annual production of 500 million cubic feet.

Roger Crilly was known as one of the most
respected gas engineers in the country. It was said
that experts would often ask his advice. Roger
attended gas manufacturer's conventions to
discuss his inventions, which had improved the
production of illuminating gas. He conducted
experiments which led to the process which
separates water from tar.

Roger Crilly always rejected the idea of retiring,
claiming that he could not stand quitting when he
was blessed with good health. He was on the job
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Joe Crilly, Sr. at the controls oftheTotal Energy system.

John's other son, Joseph P. Crilly,firstbegan
working at Erie Street during summer vacations
while he was still in high school. But it wasn't
until after active service in the merchant marine
that Joe joined the company as aworks utility
man in 1946. Joe inherited from his father a
knack for working with pumps and boilers, and
after receiving his stationary engineer's license, he

.was promoted to foreman of the boiler house. IIi
1959, he became assistant superintendent of shop
maintenance, with duties induding maintenance
and repair work at Erie Street, as well as
operation of the steam plant. When the new
corporate headquarters building was constructed
in 1966, Joe was promoted to manager of the
Total Energy plant. He operated and maintained
this unique system, which employed jet engines
driven by natural gas to produce electricity and
steam. Joe retired in 1986. His son, Joseph, Jr.,
works in the street department in Woodbridge as
a crew manager.

This year of 1989 marks the hundredth year of
service by the Crilly family to the company.

John J. Crilly (left) listens while William Potter (right) points
out the different conversion districts.

held numerous positions in the manufacturing John Crilly had two sons who worked for the
plant before he was promoted to superintendent company. James A. Crilly was promoted to
of gas production in 1935. In June of 1959, he superintendent, gas production and supply, in
became assistant vice-president, operations, and November of 1960. The same position had been

. was elected president of the social and athletic held by his father for twenty-five years and his
association that had been begun by the company grandfather for forty-three years.
in 1933. Jim, who started with the companyin 1945,

Following in his father's footsteps, John Crilly held several positions at the plant which gave him
became an expert in his field. He was educated in an excellent background in the operations of the
Elizabeth schools and attended Union Business facility. He was responsible for adapting the
College and later studied engineering. He held installation of a remote-control system using high-
licenses as a steam engineer and as a professional frequency radio waves to monitor pressure,
engineer. temperature and other data at five metering

In 1939 a new $80,000 coal conveyor was points. The company's old telemetering system
installed at ErieStreet. The conveyor, designed had been handled by thirty-four telephone wires.
and built to John's specifications, was made of Thenew setup only used a total ofniIieteen wires.

~!~~f~~~i~~~f~g§~~l~Ii~~t~~. .~~~;
I In 1941 John was al~ohredinJ.he,4esigIHlf~·~..~.~.~.. ~.~.~4"+F

~··T· ~::~::~::~:;:::::~:::~~;:b~: ················~~i
I was nominated for a seat on the board of. ~~~,~;;
I freeholders, He was appointed· to the board Of
I adjustment in 1938 at the recommendation of the
! mayor, Joseph A. Brophy, and was renamed twice
I under the next mayor, James T. Kirk.

John Crilly retired from the company in 1961
after fifty-:-one years. He passed away in
Hollywood, Florida, on January 7, 1972.

John's brother,Roger Crilly, retired in 1966
after working for the company as division.
superintendentof Westfield for forty-three-and..:a­
half years.
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the demolition of the pipe shop. "Little did we know
that Connie Walp, an employee of the gas company,
had stored an old Model-T Ford on the second
floor. There was so much junk up there you couldn't
see the car. Well, they brought the crane in to start
the demolition. Stewart Kean drove in just as the
crane pulled the wreckage out of the building.
Needless to say, he was pretty upset."

The old pump house-the building where the gas
was pressurized before being released into the
system-was knocked down, and a new one was
built in its place. Elizabethtown insulated the new
pipes so that the system runs smoothly and quietly.
The new pump house is also constructed so that if
there is an explosion the building will fall apart like
a house of cards to prevent damage to the
surrounding community. Other safety factors include
electric eyes located around the plant, which detect

~~~~IlJ-nam~f=-ooatSG-llfse and im-mefliately sffim-d--iffl
--------'----"alaFm-inthe-'Cont-rol-room,-

The regulators or "governors" as they were called, which
maintained the pressure in the pipes.

In the old pump house the men would put weights
on the regulators to maintain pressure in the pipes
when the weather was especially cold. If they ran out
of lead weights they would improvise. Harry Damm
used to come in early in the morning and throw a
brick on the gauge so that the line to the Singer
plant would stay consistent. At the end of the day he
would come back and remove the brick. Barney
Walp, assistant superintendent, had a secret store of
lead plates, bricks and metal pipes hidden away in
case an adjustment was necessary.

In 1941 a new generating plant was built, housing
three twelve-foot generators that each had at least 5
million cubic feet of capacity. These new generators
were built above ground level so that the ashes

•
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would not have to be handled twice in removal. The
plant also included a heavy-duty elevator system to
be used in case of emergency or equipment failure to
lift trucks to the operations floor for dumping into
the generators.

The workers at the gas house, as Erie Street was
affectionately known, used to name the engines and
pumps. Nicknames such as Green Hornet, Black
Beauty, Jersey Special, Frog Hollow and Mocking
Bird were some of the favorites. The compressors
were named for special employees with up to fifty
years of service. The five Ingersoll-Rand
compressors had brass plaques with the names
"Bobbie Burns," "Andy O'Rourke," "Michael
Redman," "Roger Crilly" and "Conrad Walp."
"Connie" Walp, Barney's father, started employment
with the company as a pipe fitter and was promoted
to assistant superintendent under John Crilly on
funaalj' 1, 1~J7. In <:)ctub~irei'-eGamc---~

-superintendent of gas prOduction, in charge of rnuch
of the equipment he had helped to install.

In 1936 there were 105 workers employed at Erie
Street. The work was exhausting and the men at Erie
Street put in many hours of manual labor. Joe
Millhiser, Sr., recalled the winter of 1933-34: "Due
to severe frost and cold, the office force did not go
home nights, but slept in the building because of the
repeated calls to repair broken mains and services.
Howard Hickey and I were sleeping next to each
other and when I woke up the next morning, both
Howard and the cot he had been sleeping on were
gone. I found out later that my snoring had driven
him away!"

In 1980, bitterly cold weather would again force
the men of Erie Street to spend the night at the plant
in what has become known as "Christmas at the Gas
House." The supply was low, and Frank Bahniuk,
who was vice-president of operations and
engineering, remembers calling in several employees
to decide which part of the system should be shut
down. "At the time the peak-shaving propane air
plant was being updated and was not ready to be put
on-line. We had already shut off service to our
interruptible customers. The weathermen were
predicting twenty degree weather, but overnight the
temperature kept dropping. We were prepared for
cold temperatures but not for five-degree weather,
and there was simply not enough gas in the system. I
was calling everyone I knew trying to locate extra
supplies. Finally I remembered that a friend of mine
who had been in my wedding party worked at Con
Edison. He managed to get fifteen million cubic feet
from their LNG plant." Jack MacNaughton was one
of the volunteers to come out on Christmas day. As
he remembers, "By the time we all got home there
wasn't any meat left on the turkey!"

-
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HENRY ROHRS

The gas levers used in the manufacturing process which
regulated the flow ofgas.

Henry Rohrs graduated from Lehigh University
in 1930 with a degree in business administration.
He began employment with the company asa
house-heat salesman one month after graduation.
Two of his classmates and fraternity mates were
Townleyand Larry Potter, William Potter's sons.
When Henry started with the company he lived
with the Potter family for a few years. He
advanced to house-heat engineer and in 1947.
became assistant to the vice-president. In 1949 he
became treasurer, than vice-president and
treasurer. Mr. Rohrs was quite active in the
negotiations with the Federal Power Commission
during the conversion to natural gas.

In 1959 he was promoted to executive vice­
president and was elected to serve as a director on
the board of Elizabethtown Gas in 1963. He
directed day-to-day activities at the company and
negotiated all gas purchase contracts. This
responsibility required long-range planning and
detailed studies of gas consumption because
contracts were for a minimum period of twenty
years. He retired in 1973 after forty-three years of
service.

Gas has not been regularly manufactured at the
Erie Street plant since March 1951, shortly before
the conversion to natural gas was completed. The
gas generators were shut down and the whining
turbine blowers were silenced. Several old-timers
watched wistfully as the last batch of carbureted
water gas was manufactured after sixty-two years of
operation. The last pump, "Roger Crilly," was
turned off as his son, John J. Crilly, stood by.

The equipment was converted to produce from
coal a gas that equaled the heating value of natural
gas, but the system was only used during peak
seasons when the demand was very high. Because of
the high number of BTUs the storage capacity was
double what it had been.

The function of Erie Street changed after the days
of manufacturing were over. The control room,

. where the output of gas was monitored, became the
'I most important function of the plant. In 1952 a new

control system was installed. It had taken two years
~~~t0·~omfll€}tecand~ef}sto~+4':1,700~o~A-ut-omati&·a·nB·~·-~~~-----~ -~-·~~·~·_··~-'-~~-HiinrY'Rolj-"s·asexeclitivf-vTce~PreT!deni-

manual controls were included to assure adequate .o/the companyiil1959.
and continuing supplies. A control board with
pressure meters, signal lights and other apparatus
could report at a glance the condition of operations
at any point in the distribution lines. There were
gauges to indicate steam pressure from the engine
room as well as boiler feed pressure. In addition,
"calorimeters" recorded the heat content of the gas,
and new instruments recorded wind pressure and
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Employees of the gas company gathered at Erie Street to name one of the compressors for Bobbie Burns. Front row from left to right;
Henry Crane, Bobbie Burns, Connie Walp, John J. Crilly, Roger Crilly, Francis Engel, Captain John Kean and William Potter, 1945.

-

The compressor named after Roger
Crilly, just prior to the demolition

in 1976. The brass plaques were
removed and have been saved.
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HARRY AND SOPHIE DAMM

appropriate temperature the ends of the tanks were·
of five-and-a-half-inch solid steel and the sides were
three-quarter-inch steel.

Second, the company installed storage space for
ten railroad tank cars, each with a 30,000-gallon
capacity. The new source allowed for an effective
natural gas output of 26 million cubic feet of gas for
customers for a total of three days.

•

In 1955, John J. Crilly was quoted as saying,
"Those who made gas used to take a special pride in
having it just so, so it would burn with just the right
type of blue flame."

The last year in which gas was manufactured was
1966.

During the energy crisis, when natural gas was
scarce, the company invested in several alternate fuel
Sources. In 1974 it installed a propane air plant,
which mixes air and propane to produce a gas
combustible with natural gas. The project was
completed in two steps. First, ten 60,000-gallon
tanks were placed on concrete holders. These tanks
could be filled to 85 percent of capacity, or 51,000
gallons of propane. To keep the propane at the

-
velocity. Bell alarms would go off if the pressure was
toO high or too low, and lights on the panel would
locate the trouble for the operator.

There were 124 employees at the plant in 1951.
Not one was laid off due to the introduction of It was no wonder that Harry Damm came to
natural gas. Some retired, but many were transferred work for the gas company. As a child, he would
to other divisions, including the new gate stations often look out of his bedroom window and watch
where the natural gas was introduced into the lines. all the activity at the Erie Street plant. Trained as

a chief machinist's mate in the navy, Harry began
At a party of the Society of Gas Lighting in 1956, his career with the gas company in 1946 as an

a song called "The Gas Lighter's Lament" was oiler. "I planned to go back in the navy, but I just
composed. loved working with our little 'United Nations' at

This old industry is changing, many things have the gas plant and I never left. We worked fourteen
come to pass. or fifteen hours a day, sometimes weekends and

Since those pipelines came from Texas, full of holidays, but there was such great camaraderie.
clean pure natural gas. Can you imagine, the neighbors even sent over

Once we struggled with gum troubles, even argued plates of food to the boys at 'the Gas House' on
'bout which phase. holidays."

Now we simply read the meter, these are surely WhenHarry started with the company,
different days. dispatching fifteen million cubic feet of gas in

This ,\'ociety was founded hack in eighteen-"~-·.----~ .. -..-. ·"·-~~~~~{h~o:~~:[~;;:~cc~~:~~e~:~h~~1~~~~~--~--
seventy-five. to 96 million cubic feet onacold day, and by the

And ofall the charter members there is not one time he retired 269 million cubic feet was sent out
now alive. on a peak day.

If they knew how things are going, how us poor Harry worked shifts at Erie Street for twenty-
gas men behave. one years. During that period he was moved on to

They would shed a single silent tear, then turn steam engineer and finally in 1951,to gas
over in their grave. dispatching engineer. His supervisor told him to

settle down and get married, so he did. He
CHORUS proposed to the former Sophie Ogozalek,who

Ain't a-gonna need gas men no longer, ain't a- also worked at Erie Street as a gas production
gonna need us guys no more. clerk. Because Harry worked shifts, courtship was

Ain't got jobs for gas house foremen, don't need rather difficult. Theirfirst date was on Columbus
men to sweep the floor. Day when they drove to Pennsylvania to see the

Don't need men to run the gas sets, or to see the leaves change. They were married on May 1, 1965.
holder fills. Sophie ran a one-woman show at Erie Street as

Ain't a-gonna need no men no longer, Univac will senior operations clerk. The Dammshad sixty-
post the bills. two years of combined service to the company.

Jack Sharp, general manager of Erie Street said
of Harry and Sophie, "They are the epitome of
company dedication, always with an easygoing
nature and a sense of humor."
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On August 4,1950, one o/the compressors was named/or Conrad Walp. Present/or the ceremony were, left to right, Henry Crane, Bill
Aiken, Miss C. Roderick, Barney Walp, Jim Crilly, John J. Crilly, William Potter, Charlie Downey, Connie Walp, Howard Hickey, Viola
Gibson, and Bob Kean, Jr.

THE GAS HOLDERS

The holders at the Erie Street site were originally
constructed to store manufactured gas. In 1923 the
company built a holder with a capacity of 3 million
cubic feet. Two other tanks had been built earlier,
one with a capacity of 1 million cubic feet and the
other with a capacity of 340,000 cubic feet. The
Number 6 holder, built in 1924, could hold 5 million
cubic feet. Number 7 went up in 1929, with a
capacity of 6 million cubic feet.

In 1947 construction began on Number 8. Built to
hold 10 million cubic feet of gas, it was the largest
gas holder in the world.

In the winter when the holders became covered
with snow, fifteen to twenty men with two-by-fours
would clear the snow off the tops so that the weight
would not collapse the holders.

One day in 1948 the men were cleaning the snow
off the top of Number 8. In those days there was a
top rail but not a bottom rail, and the men worked
without any safety lines. Roger "Wick" Crilly lost his
balance and slid off the side, grasping the rail at the
last moment. Joe Crilly, Sr., tells the outcome of the
story. "Roger had the best locker and the men used

84
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The boiler room just prior to the demolition.
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to tease him about it. They say that when Roger ~as
hanging onto the side of Number 8 my brother, JIm,
asked if he could have his locker key!"

Great care also had to be exercised to prevent ice
from forming in the cups and tanks of the holders.
Steam siphons or pushers kept the water used for
insulation constantly circulating. During a
particularly cold winter one side of the holder kept
freezing, and Roger Crilly, Joe, Sr.'s uncle, designed
a new siphon, using a burner cock and a mixing
chamber from a tank water heater. The new siphon
worked on the same principle as the burner on a
water heater. The water was drawn into the tube and
then forced out at a greater speed. The new siphon
remedied the problem and all of the old siphons
were eventually replaced.

Neil Schurig tells how all new engineering cadets
were indoctrinated into the company by being taken
to the top of Number 8. Barney Walp accompanied
Neil on his long trip up in the elevator. "The elevator
was in need of a new clutch and a brake," recalls
Neil. "We stopped short of thc top by abuut five feet
and had to climb out onto the top of the holder.
Barney said 'Well, do you want to take the elevator
down or shall we walk?' I glanced over the side at
the forty-foot drop and said 'Thanks. I'll crawl
down.' "

Welding the last inch of Number 8, August 17, 1948. Kneeling,
John J. Crilly. Standingfrom left, George "Sharpy" Kleman,
Stewart Kean and Captain John Kean.

•

Thefoundation ofNumber 8, May 16,1947.

Barney liked to play practical jokes. Apparently
he used to lead the young cadets around the Erie
Street site with a divining rod made of welding rods,
which he claimed would locate buried pipe. The
divining rod would part, the men would dig, and to
the amazement of the cadets, they would find a pipe.
Barney would then turn the divining rod ovel lu the
bewildered cadets, -and they would set off around the
site. For some reason, the contraption would lose its
miraculous power. The cadets didn't realize that
Barney knew the location of every pipe in the yard
and that he could make the rods part at will.

There have been all sorts of stories about
objects-including a boat-floating in the holders,
but none have been confirmed. One of the holders
was converted to hold water to be used as part of the
fire protection system at the plant. Joe Crilly
remembers swimming in the holder. The men had
cut a hole in the side to inspect the inside of the
tank. They managed to put a rubber raft through the
opening. "Some of the guys just fell off the raft. But
we were careful not to venture too far from the
opening because it was pretty dark."

In 1982 Elizabethtown commissioned a
professional diver to go inside Number 6, which held
about 6 million gallons of water. The pressure was
not at maximum capacity because something was
restricting the flow, so the diver was sent in to take
part of the lifts out. He was rigged with a camera
when he dived in. The anxious onlookers watched
the screen, waiting for "Jaws" to appear. But the
inside of the holder was surprisingly clean, except
for silt at the bottom. Everyone was disappointed to
find the tank empty, with the exception of the diver.

Neil remembers when Number 8 was cleaned out.
"It took about forty men to shovel out the muck that
had collected in the bottom. They cut a hole in the
top of the holder and then in the side so they could
pass out the buckets."

On Easter Sunday, 1970, Harry Damm was called
out of church with a report that an airplane had hit
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Number 8 as it appeare
Association, 1948.

The Erie Street yard in 1974.
(Courtesy ofJack Sharp)
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one of the tanks. When he arrived at the yard he
found that the airplane had just missed the holders
and had pulled several power lines down. Stewart
Kean arrived and insisted on getting up on the
holders to make sure there wasn't any damage. As
Harry recalls, "It was a rainy night and Stewart had
trouble getting down. When he finally arrived at the
bottom, he said, referring to the men who clean the
top, 'Those guys deserve every penny they get!' "

By 1988 only three holders remained and they
were emptied because it was no longer cost-effective
to maintain them. Even during peaking periods, it is
cheaper to convert the more expensive propane and
LNG into natural gas than to keep the three holders
functioning. It took twenty men to paint the outside
of a holder. In the 1950s, Elizabethtown was under
contract to buy a certain amount of gas from
Transco. If all the gas was not used, the holders
stored the excess gas and when they were full they
could supply custOillt:as with gas for days. Today,
because of the .lm:reased use of gas for heating and
industrial uses, the total capacity of the three holders
would only supply consumers for an hour-and-a­
half.

In 1971 the control room was replaced by a new
dispatching center. Pete Kassak was on hand for the
grand opening. "The dispatching center uses modern
computer methodology to scan the output factors at
all of our important transfer points every fifteen
seconds and makes this information available on a
continuous basis, thus eliminating much tedious,
time-consuming work."
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The original control panel which monitored the manufacturing
ofgas at the Erie Street plant.

The dispatching center computes and logs the
quantity of gas sent out to the consumers and
controls the entire distribution system for the
territories throughout the state. The gas is sent to
fifteen gate stations that measure it and reduce
pressure for further distribution. This information is
fed back to the center, where the progress is
monitored. Originally the information was recorded
at each panel and an employee walked around to
each section to make sight readings. Now the
computers scan all parameters every fifteen seconds
and store the information. As of 1989 the computers
have been upgraded three times.

The busiest times at Erie Street today are during
the peaking days. As stated earlier, propane and
liquid natural gas (LNG) are kept on the site in case
additional gas is needed during cold winter days. Air
and a percentage of natural gas are added to the
propane before it is ready for distribution. Natural
gas is converted to its liquid form by bringing its
temperature down to -259 degrees. Once vaporized,
one cubic foot of this liquid is equal to 618 cubic feet
of gas.

The Elizabeth tank holds a capacity of forty-five
thousand barrels of LNG, or the equivalent of 150
million cubic feet of gas. Three gas-fired vaporizers
transfer heat to a water bath, which vaporizes the
liquid natural gas. As much as thirty-two thousand
cUbic feet of gas can be vaporized in an hour and
can provide a maximum of 30 million cubic feet of
gas a day for the system.

A great deal has changed since the days of

•

Once the company converted to natural gas the control room
became the center ofErie Street. Harry nwnm and John
Brennan monitor the flow ofKas to the gate stations.

The LNG holder and tanks at Erie Street.

manufacturing gas. "It was a dusty, dirty place with
tar all over the place," said Joe Crilly. But in 1986,
when he retired after forty years, "the work was a
piece of cake. Not that there isn't still pressure, but
the manual labor is gone." The Crillys left their
mark on Erie Street when Jim sealed a time capsule,
containing items from 1957 collected by John J.,
into the rafters of Number 7.

But the tradition continues. Harry Damm
remembers a ride he took in the elevator with
chairman of the board, John Kean. "He asked me
how things were at the gas house," Harry recalls. "I
said, 'I'm glad to hear you call it the gas house,
because everyone else refers to it as the gas control
center.' John Kean replied, 'My mother and I will
always call it the gas house.' "

- I1-
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Jack Sharp explains to a group of
school children how the energy­

saving water heaters at Erie
Street work.

But the end of the shortage was not yet in sight.
Unfortunately, the winter of 1976-1977 proved to be
the coldest in sixty years. It was a difficult time for
the company but it created a team spirit that would
serve it well in the future. Elizabethtown Gas had
anticipated the shortage and had backup fuel
available. Other gas utilities in the state were not as
well-prepared and despite its farsightedness,
Elizabethtown found its pipeline deliveries being
diverted to make emergency gas available to the
other distribution systems.

Duncan Ellsworth, executive vice-president of
Elizabethtown, remembers the problems that cold
weather brought. "One of the things that people did
not realize was that the capacity of the pipelines is
greatly affected by how far south the cold air travels.
If the cold air comes out of the arctic and hits
Washington, D.C., but Atlanta is sixty-five degrees,
then you don't have a problem in the northeast. All
of the gas supply for New England and the
metropolitan area was coming from southern states,
like Texas, Oklahoma and Louisiana. None of it was
backfeeding from Canada and the north.

"But the winter of '76-'77, the cold spell moved
down the eastern seaboard and put a tremendous

•
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strain on the entire pipeline system. The cold was so
severe in New Orleans and in parts of Texas that the
valves froze on some of the wells because they were
not frost-free like the ones we have in the north.

"A number of utilities had made no provisions for
such a cold winter. New Jersey Natural Gas and
South Jersey Gas had insufficient peaking facilities
available so Elizabethtown and Public Service were
called up'on to help them out with the production
from the synthetic natural gas plant."

By the end of January, 1977, Governor Byrne used
his emergency powers to place restrictions on all gas
users in the state and ordered severe curtailments of
industrial plants for one week.

"I remember the day we went down to Trenton to
meet with Governor Byrne," Duncan Ellsworth
recalled. "It was freezing cold outside and all the
presidents of the various utility companies were
present. Byrne said, 'Who's got gas and can help us
out of this jam?' Public Service agreed to turn o.n
their old oil-gas sets in Harrison and their pipehne
gas was made available for New Jersey Natural Gas.

"Of course, New Jersey Natural got the bill for
manufacturing the oil-gas, which turned out to be an

-



The employees at Erie Street
in May, 1977.

The other subsidiary, National Enerdrill
Corporation, was established to own a 50 percent
interest in an offshore drilling rig through a joint
venture with Noble Drilling Company. The vessel
was built by Bethlehem Steel Company and was
leased to various oil companies for exploration work
on the Gulf Coast. It was a first-of-its-kind
prototype and was continuously leased to a major
exploration company from the time it was
commissioned in 1978 up until the oil crisis of the
'80s.

_~l

The manufacturing plant at Erie Street was demolished in 1976,
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THE END IN SIGHT
Nineteen seventy-eight did not bring much relief

. from the shortages and financially it was a
disappointing year. Although sales reached record
levels, earnings did not keep pace. Taxes and the 28

.percent increase of the price of natural gas forced
Elizabethtown to file with the Board of Public
Utilities for a $16.6 million adjustment in rates, with
$6.1 million as an immediate interim increase.

MeanWhile, NUl was beginning to expand its
operations. Two new subsidiaries, Lenape Resources
and National Enerdrill were added in 1978. Lenape
Resources, headed by Cal Carver, was an
exploration company formed primarily to
Concentrate on drilling 150,000 acres the company
had under lease in New York State. The results were
P:o,mising, with ten wells producing an output of 1
f~~hon cubic feet of gas reserves. The finding cost of
d,lS gas was considerably less than the reserves
dIScovered by National Exploration, which was in
ebt for the third year running.

>extraordinary $33.00 per thousand cubic feet in
'contrast to $4.50 for SNG. Under the circumstances
,no one cared what it cost as long as customers could
; be supplied with gas."

In addition, the utility companies made a
desperate plea to consumers to cut back on fuel use.
These pleas had an immediate impact. The highest
send-out in January was 190 MMcf, but after
repeated news media warnings, usage dropped to 160
MMcf and when the industrial cutback was added,
use dropped to 125 MMcf a day.
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NEW JERSEY
DEPARTMENT OF ENVIRONMENTAL PROTECTION AND ENERGY

CN-029
TRENTON, NEW JERSEY 08625

FACT SHEET
FOR NJPDES PERMIT TO DISCHARGE

. " INTO THE WATERS OF THE STATE OF NEW JERSEY

I. NAMES AND ADDRESSES:

NJPDES·APPLICATION NO: NJ0024741

NAME AND ADDRESS OF APPLICANT:

Joint Meeting of Essex and Union Counties
500 South First Street
Elizabeth, New Jersey 07202

City of Elizabeth
50 Winfield Scott Plaza
Eliz'abeth, New Jersey 07201

NAME AND ADDRESS OF FACILITY:

Joint Meeting Sewage Treatment Plant
500 South First Street
Elizabeth, New Jersey 07202

Please refer to Table III-CSO-l for
related information regarding the
discharge points (CSOs).

the locations and other
Combined Sewer Overflow

II. APPLICABLE STATUTES AND REGULATIONS

Joint Meeting of Essex and
currently discharges into the
NJPDES Permit No. NJ002474l.
discharged from the CSOs under

Union Counties (Joint Meeting)
designated receiving waters under
The City of Eliz be-th-~viously

NJPDES Permit No. NJ0020684~

--
oy 1-0 ~~G)

./'., f ('j:)
. J -

The applicable statutes and regulations related to (l) water
quality based effluent limitations, (2) required data collection
(3) anti-backsliding requirements, and (4) anti-degradation
requirements include:

Section 101 of the Federal Clean Water Act prohibits the
discharge of .toxic pollutants in toxic amounts. The National
POlicy on tox'-ici ty related parameters (Federal Register, dated
March 3, 1984) states that toxies control should be achieved

(JP~L ."/
", oS; I.r :
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through a combination of chemical specific and whole effluent
limitations.

Section 301 of the Federal Clean Water Act requires that
discharges from POTWs discharge in conformance with the more
stringent of secondary treatment or water quality based effluent
limi tations. In the case of the Joint Meeting Sewage Treatment
Plant, the more stringent limitations consist of a combination
of secondary treatment, water quality based effluent limitations
and performance bas~d effluent limitations. Section 301 also
specifically requires that arnrnonia-N be addressed in all
permits. Please refer to Section IV of this Fact Sheet, entitled
"Development of Effluent Limitations" for a more complete
description of the basis for the effluent limitations. Federal
regulations at 40 CFR Part 122.44 require that appropriate
effluent limitations be developed for all conventional,
non-conventional, and toxic pollutants which cause, have
reasonable potential to cause, or contribute to any exceedance
or potential exceedance of any applicable water quality criteria
or standard. Federal regulations at 40 CFR Part 130.7 require
the State to utilize Total Maximum Dai1v Loads (TMDLs) and Waste
Load Allocations (WLAs) in setting wat~r quality based effluent
limitations.

Section 303 of the Federal Clean Water Act establishes
requirements for water quality standards, including the
definitions of those waterbodies that are attaining water
quality standards and requirements related to water quality
based effluent limitations. Sectlon 303(d) contains
requirements related to antibacksliding and antidegradation for
water quality based effluent limitations. The requirements
related to anti-degradation are detailed at 40 CFR Part 131.12.
The State policies concerning the implementation of
antidegradation requirements is at N.J.A.C. 7:9-4.5(d).
N.J.A.C. 7:,14A-3.13(a)12 requires that effluent limitations at
least as stringent as those in the previous permit be included
ina reissued permit. In accordance with N.J.A.C. 7:15-3.4(i)
effluent limitations established as NJPDES permit conditions are
considered to be a part of the water quality management plan.

Section 304(1) requires that 'effluent limitations for
dischargers identified on the "short list" be developed for all
parameters and that compliance ,with those final limitations be
achieved within three (3) years, but no later than June 4, 1992.
However, the United States Environmental Protection Agency
(USEPA) has determined that this date may be extended for a
period not to exceed three (3) years from the effective date of
the final permit issued by the permitting agency containing the
Individual Control Strategy (ICS) incorporated as final effluent
limitations. For this facility the effective date of the final
permit is anticipated to be no later than March 15, 1993.
Therefore, the final compliance date has been estimated to be no
later than March 15, 1996. The actual effective date of the



Page 4 of 49 pages

within a range of quality that shall protect existing/designated
uses. The court also stated that before water quality can be
diminished in waters whose quality exceeds levels nece ssary to
support designated uses, the Department must make findings that
allowing lower water quality is necessary to accommodate
important economic or social development. In the Ciba-Geigy
matter, existing water quality was determined by reference to
the permittee's actual discharge.

anti-andantibackslidingto-Available guidance related
degradation includes:

USEPA Draft Interim Guidance on Section 402(0), dated
9/29/89

USEPA Region I Antidegradation Guidance, dated 3/23/87

USEPA Region V Antidegradation Guidance, dated 11/10/86
(adopted as National Standard, 11/21/86)

USEPA Region IX Antidegradation Guidance, dated 6/3/87

USEPA Questions and Answers on Antidegradation, dated 8/85
(written p~ior to 1987 Clean Water Act amendments, so that
some information does not apply to the stricter standards
of the 1987 amendments)

USEPA Antidegradation, EPA 440/5-88/028, dated 9/88

USEPA Introduction to
440/5-88-089, dated 9/88

Water Quality Standards, EPA

USEPA Reference Guide to Water Quality St~ndards for Indian
Tribes, EPA 440/5-90-002, dated 1/90

The Clean Water Enforcement Act (CWEA) requires that effluent
limitations be developed for all pollutant parameters discharged
in detectable concentration by a POTW which have been
established for a permittee discharging into that POTW with an
approved pretreatment program. This facility has an approved
pretreatment program and some effluent limitations have been
determined based on the CWEA.

N. J .A. C. 7: 14A-3 .14 (k) sets the procedures for calculating New
Jersey Pollutant Discharge Elimination System (NJPDES) Discharge
to Surface Water (DSW) permit conditions in accordance with
N.J.A.C. 7:9-5 (Wastewater Discharge Requirements) and/or
N.J.A.C. 7:9-4 (Surface Water Quality Standards).

This permit has been prepared in accordance with the National
Comb1ned Sewer Overflow Control Strategy (the "National
Strategy") . The National Strategy established a uniform,
nationally-consistent approach to developing and issuing Nation
Pollutant Discharge Elimination System (NPDES) permits for
combined sewer overflows (CSOs). The National Strategy applies
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to EPA and approved NPDES states. CSOs have been shown to have
severe adverse impacts on water quality, aquatic biota, and
human health under certain conditions. Therefore, the National
Strategy specifies that permits for CSOs are to be developed
expedi tiously to minimize the potential impacts by establishing
technology-based and water quality-based requirements of the
federal CWA.

CSOs are point source discharges subject to NPDES permit
-requirements including both technology-based and water quali ty­
based requirements of the federal CWA. Compliance dates for
technology-based and water quality-based limitations are
governed by the statutory deadlines in Section 301 of the CWA.
CSOs that discharge toxic pollutants into water bodies listed
under paragraph (B) of section 304 (1) of the CWA are
additionally regulated under Section 304(1).

Technology-based permit limits are to be established for nest
practicable control technology currently available (BPT), best
conventional pollutant control technology (BCT), and best
available technology economically achievable (BAT) based of best
professional judgement (BPJ). The CWA of 1977 mandates
compliance with BPT on or before July 1, 1977. The Water
Quali ty Act Amendments of 1981 (h'QA) mandates compliance with
BCT/BAT on or before March 31, 1989.

The New Jersey Legislature in the enactment of- the Sewage
Infrastructure Improvement Act (the "Act") (N.J.S.A. 58:25-23
et ~.) declared that combined stormwater and sanitary
sewer overflows (CSOs) are a major source of ocean and other
surface water pollution, that such sources of pollution are a
danger to the public and health and safety of the residents of
the State. The Act requires wi thin thirty (30) months after
en9-ctmen t of the Act, any pUblic entity operating a combined
stormwater sewer and sanitary sewage system shall provide
abatement measures approved by the Department at any CSO point
for which a permit is requir~d. Any public entity that failE to
provide, in accordance with standards established therefore- by
the Department, appropriate abatement measures approved by the
Department after the expiration of the 30 month period shall be
subject to the penalty provisions of P.L. 1977, c. 74
(c.58:10A-l et ~.). The SIIA was approved and effective
on August 3, 1988. The 30 month period expired on February 3,
1991.

The Department has determined that serious problems are
associated with dry weather overflows and the discharge of
solids/floatables from CSO points. The elimination of dry
weather overflows and the control of solids/floatables are
correction measures that may be implemented prior to the
development of a long-term water quality-based control strategy.
This permit includes a performance criteria for the control of
solids/floatables and includes language that reaffirms the
Department 's posi tion on the prohibition of dry weather
overflows. -
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Dry weather overflows from CSO points occur not as a result 0:
any events of precipitation but rather as the result of
malfunctioning facilities, illegal connections, etc. Dry
weather overflows are raw sewage discharges and are prohibited
since they are in direct violation of the Surface Water Quality
Standards as specified in N.J.A.C. 7:9-4.1 et ~.

The reduction of solids/floatables from CSOs are a Departmental
priority at CSO points. Solids/floatables are presently being
discharged directly into the surface waters of the State. The
presence of solids/floatables is a violation of State water
quality standards in all classifications of surface waters in
the State pursuant to N.J.A.C. 7:9-4.1 et ~. "Surface
Wa~er Quality Standards"

As previously stated, the National Strategy requires permit
strategies bring CSO discharge points into compliance with
technology-based requirements of the CWA and applicable State
water quality-based standards as expeditiously as possible.
This permit has been structured in accordance with a stratagem
deemed appropriate to control CSO discharges. Best Management
Practices (BMPs) are identified and required to be implemented.·
A comprehensive monitoring and modeling study is specified to
characterize the relationship between CSO discharges and the
applicable receiving water's responses for events of
precipitation.

In accordance with the National Strategy, this permit has been
v,rri tten as a "system-wide" permit. The CSO di scharge points
owned and/or operated by the City of Elizabeth, which were
previously contained in a separate permit as indicated on page 1
of this Fact Sheet, are proposed to be contained wi thin this
permit. A subsequent permit actions will terminate the above
referenced permit for the CSO discharges after this permit is
issued final.

The use -of a system-wide permit does not affect liability. It
merely provides a single administrative mechanism for managing
all water quality related planning, design and construction
activities associated with bringing the CSO discharges into
compliance with technology-based requirements of the federal
Clean Water Act and state water quality standards. Paragraph I,
C of Part lll-CSO provides the permittees with an opportunity to
delineate their responsibilities with respect to the entire
collection, conveyance and treatment facilities.

Wi th respect to the water quality planning, design and
construction as well as the operation and maintenance
re sponsibilies associated with the combined sewer systems and
the CSOs, as specified in Part lI1-CSO of this permit, the City
of Elizabeth and Joint Meeting are identified as joint
permittees. The owners and/or operators of the individual CSO
discharge points, and their appurtenances, are responsible for
the operation and maintenance requirements and the monitoring
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and reporting provisions specified in the permit for those
discharge points.

A reopener clause is included to facilitate establishment of
limitations and the incorporation of existing CSO discharge
points appurtenant to the combined sewer system identified
during the duration of the permit, after due notice. It is the
position of the Department that such a strategy will ensure a
.consistent, comprehensive, and cost effective mechanism. to
appropriately control the discharges from CSOs.

III. DESCRIPTION OF FACILITY AND DISCHARGE:

1. Facility Description:

Treatment consists of coarse bar screening, fine screening,
grit settlement/removal, primary settling, aeration of
activated sludge, secondary clarification and chlorination.
Primary and secondary sludges are combined in gravity
thickeners, supplemented by centrifuge thickeners, followed
by anaerobic digestion and centrifuge dewatering. The
dewa tered sludge is shipped, under an interim management
'contract, for out of state management until a long term
sludge management alternative is implemented pursuant to
the conditions of JMEUC I s Judicial Consent Decree. Sludge
is also managed pursuant to permit conditions pertaining to
residuals management in Part I-A and Part IV-A of this
permit action.

2. Discharge Description:

a) The treatment plant 's
outfall No. 001 into
SE-3 waters.

effluent is discharged through
the Arthur Kill classified as

Latitude:
Longitude:

40°38 1

74° 11'
17"
51"

The Permit Sununary Table and Limits Derivation Table
at the end of this Fact Sheet includes a sununary of
Joint Meetings DMR data for a time period chosen as
representative of Joint Meetings curr~nt wastewater
treatment operations.

b) Information concerning the owners, the locations and
the descriptions of the CSOs has been included at the
end of this Fact Sheet as Table III-CSO-l.

IV. DEVELOPMENT OF EFFLUENT LIMITATIONS:

1. General Methods:



Effluent limitations are developed by three (3) methods:

a. water quality considerations;

b. miscellaneous effluent requirements, such as effluent
standards and/or minimum treatment standards;

c. performance based;

Water quality based effluent limits (WQBELs) are used in a
permit when it has been determined that more stringent
limitations than minimum secondary treatment effluent
limitations are required to protect the designated uses of
the receiving stream. WQBELs are developed to assure
compliance with the New Jersey Surface Water Quality
Standards (N.J.A.C. 7:9-4.1 ~ ~.).. In accordance
with 40 CFR 122.44, "reasonable potent1al to cause an
excursion above the applicable water quality criteria" has
been deterrninedas appropriate from existing effluent data
according to the procedures outlined in the USEPA
"Technical Support Document for Water Quality Based Toxics
Control" (hereinafter the TSD). The 99% confidence
interval and 99% probability basis was utilized in this
determination. The policies used to develop WQBELs are
contained in the standards. Specific procedures and
equations are contained in the USEPA documents, "Technical
Support Document for Water Quality Based Toxics Control"
(EPA-5~5/2-90-001), and "Permit Writer's Guide to Water
Quality Based Permitting for Toxic Pollutants"
(EPA-440/4-87-005).

In accordance with N.J.A.C. 7:9-4.6(c)2, water quality
based effluent limitations for toxic or toxicity related
parameters are developed through a simple mass balance.
Effluent limitations for parameters related to dissolved
oxygen are developed through a model submitted by the
permittee to the Department for evaluation. The Department
is aware that 1imi tations for parameters other than those
related to dissolved oxygen may be developed through the
calibration and verification of a stream/plume model. In
accordance with N.J.A.C. 7:9-4.6(c)3, it is the
responsibili ty of the permittee to supply all information
necessary to develop wate~ quality based effluent
limitations, including a calibrated and verified stream!
dilution model as appropriate. Any water quality analysis
program to be undertaken by the permittee in support of the
calibration and verification of a stream/dilution model
must be in accordance with N.J.A.C. 7:9-4.6(c)3 and must be
approved by the Department prior to the initiation of any
water quality sampling.

In gener,?:l, the procedure used to develop a WQBEL is to
calculate Wasteload Allocations (WLA) that will comply with
applicable numeric water quality criteria, determine the
effluent quality in terms of Long Term Averages (LTA) that
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will meet the WLA, and, finally, using the most stringent
LTA and treatment system coefficient of variation (CV) ,
calculate average monthly, average weekly, and maximum
daily permit limits. For human health criteria, the WLA
was set equal to the average monthly limitation and the
maximum daily limitation was calculated in accordance with
the Technical Support Document. For calculation of the LTA
from the WLA, the 99% probability was used (Z == 2.326).
For calculation of the average monthly limitation (AML)
from the LTA, the 95% probability was used (Z 1. 645) .
For calculation of the maximum daily limitation (MOL) from
theLTA, the 99% probability was used (Z == 2.326). The
Technical Support Document previously referenced recommends
inclusion of average monthly and daily maximum limitations
for all parameters. The Penni t Summary and Limit
Derivation Table at the end of this Fact Sheet present the
appropriate criteria, wasteload allocations, long term
averages, and permit limits. The equations used to
calculate long term averages and penni t limits are listed
a t the end of this Fact Sheet. The equations are taken
from the USEPA documents previously cited.

For discharges into tidal waters, the mixing zone concept
is used to develop WLAs. The Department's mixing zone
policies are given at N.J.A.C. 7:9-4.5(c)4. The chronic
mixing zone specified in the implementation procedures
conforms with the definition of the mixing zone given in
the Ocean Discharge Criteria (40 CFR Part l25.l2l(c)).
Procedures to implement the mixing zone policies are based
on USEPA Technical Support Document previously.cited.

The report entitled, "AN EFFLUENT PLUME STUDY TO DETERMINE
THE CRITICAL INSTREAM WASTE CONCENTRATION", dated October
1989, and prepared on behalf of Joint Meeting by Lawler,
Matusky and Skelly Engineers was used in order to simulate
the movement of the effluent discharge. Based on the data
projected in the report effluent limitations for applicable
pollutants have been cal culated in part using an instream
waste concentration (IWC) factor of .2 (dilution factor ==
5) for the criteria continuous concentration (CCC) of the
chronic mixing zone and .67 (dilution factor == 1.5) for the
cri teria maximum concentration' (CMC) of the acute mixing
zone.

These values are used to calculate chemical specific limits
to comply with water quality criteria for aquatic life
protection against acute and chronic toxicity effects.
This value is also used to determine the ~ritical Instream
Waste Concentration used to calculate the whole effluent
toxicity limitations in accordance with N.J.A.C.
7:9-4.6(c)5. The USEPA Technical Support Document
reconunends that acute cr i teria be met wi thin lO% of the
distarice from the edge of the outfall structure to the edge
of the regulatory mixing zone.
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In accordance with N.J.A.C. 7:9-4.6(c)iii, in the absence
of formally promulgated NJDEPE criteria, best available
scientific information was used to develop work quality
based effluent li~its.

In accordance with N.J.A.C. 7:9-4.5(e)7, where water
quality based limitations have been determined that are
lower than the level of detectabili ty, a reporting level
has been included in the permit limitations table. The
reporting level is equal to the Minimum Detection Level
(MDL) reported at 40 CFR 136 and/or the 1991 USEPA document
"Methods for the Chemical Analysis of water and Wastes".

Miscellaneous effluent limitations are any specific limits
or conditions required by federal, state, or local statute
or regulation.

Effluent data, taken from the facility's Discharge
Moni toring Reports (DMRs), ,,,as used in the development of
effluent limitations. Individual data points were entered
into a computer spreadsheet program for analysis. All data
points expressed as "less than" were entered as the
numerical equivalent of the detection level indicated in
the laboratory report. Data analysis was completed using a
log-normal distribution of the data set.

The analysis of the effluent data resrilted in one of three
possible conditions being proposed in the draft permit:

(1) "MONITOR ONLY" requirements,

(2) water quality based effluent limitations, or

(3) performance based effluent limitations.

The CWEA while requiring the Department to impose
limitations, leaves it to the Department I s discretion to
determine what type of limit to impose. The Department has
determined that water quality based limits (WQBEL), since
they are related to water quality protection, are
preferable limits to impose. . However, in certain cases
where WQBELS would result in unreasonably large limits,
performance based limits are then imposed.

The decision making process for when to propose toxic
pollutant effluent limitations for each specific toxic
pollutant involved the following pr.Qc.ed_ur..e when the local
agency, such as Joint Meeting, has a delegated indust!'"ial
pretreatment program:

A. Is there any effluent data for the pollutant?
- NO: "MONITOR ONLY" requirement proposed. Stop.
- YES: Go to B.
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B. Is the pollutant discharged in detectable
concentrations as defined herein?
- NO: "MONITOR ONLY" requirement proposed. Stop.
- YES: Go to C.

C. Has the pollutant been identified as being limited by
the local agency?
- NO: Go to D.
- YES: Go to F.

D. Is there a water quality standard?
- NO: "MONITOR ONLY" requirement proposed. Stop.
- YES: Go to E.

E. Do reasonable potential analysis. Is the result of
the reasonable potential "analysis defined herein
positive?
- NO: "MONITOR ONLY" requirement proposed. Stop.
- YES: Water quality based effluent limitation (WQBEL)

proposed. Stop.

F. Is there a water quality standard?
- NO: Perfo:::-mance based effluent limitation calculated

a~ described herein, proposed. Stop.
- YES: Calculated performance based limitation, do

reasonable potential analysis and calculated WQBEi
go to G.

G. Is the calculated WQBEL less than 20 times the
performance based effluent limitation?
- NO: Performance based effluent limitation,

calculated as described herein, proposed even if
reasonable potential finding is negative. Stop.

- YES: WQBEL proposed even if reasonable potential
analysis finding is negative. Stop.

REASONABLE POTENTIAL:
Reasonable potential was determined in accordance with the
TSD for all toxic pollutants for which water quality
criteria is either being proposed or already exists. The
numerically greatest of all the reported dete.cted values
for the toxic pollutant or the least stringent reported
detection level (whichever was numer~cally greater) was
used in the calculations. If the determination of
reasonable potential was inconclusive, then additional
effluent monitoring, rather than a WQBEL is proposed.

Due to the requirements of the Clean Water Enforcement Act
(CWEA); a positive finding of a reasonable potential
analysis is a basi s for proposing an effluent limi ta tion.
However, ia negative finding is not a basis for not
proposing an effluent limitation if a pollutant detected in
the effluent is limited under the USEPA's Categorical
Pretreatment Standards, adopted pursuant to 33 U.S.C.
Section 13i 7, or it was a pollutant for which effluent



Page 12"of 49

limitations have been established for
discharging into a municipal treatment
delegated local agency.

pages

a permittee
works of the

DETECTABLE CONCENTRATION:
parameter was discharged
completed as follows:

A determination of whether a
in detectable concentrations was

a. If the maximum reported value was equal to the average
reported value, it was assumed that the parameter has
not been detected in any sample.

b. If the maximum reported value was less than five times
the method detection level (MDL) specified by the
Department in 40 CFR 136 and the 199.1 USEPA document
"Methods for the Chemical Analysis of Water and
Wastes" for the analytical methodology, it was assumed
that any variation in reported values was due to
variability in reported detection levels and therefore
not detected.

c. If the maximum reported value or least stringent
reported detection level was greater than five times
the detection level specified by the Department in 40

. CFR 136 and the 1991 USEPA document "Methods for the
Chemical Analysis of Water and Wastes," or no MDL was
specified, it was assumed that the parameter was
discharged in detectable concentrations subject to
item a. above.

PERFORMANCE BASED EFFLUENT LIMITATIONS: The performance
based limitations were calculated for each pollutant using
the following procedure:

1. Priority pollutant data from the permittee's Discharge
Moni toring Reports was examined to determine if the
facility is discharging detectable concentrations of
any of the priority pollutants.

2. Means, standard deviations, and 95% confidence
intervals for individual data points for all
parameters where one or 'more data points indicated
that the facility discharges the pollutant in
detectable concentrations, were calculated using a
lognormal distribution.

3. The upper 95% confidence
the monthly effluent mean
ten data points were
confidence interval for
(1.645) .

interval value was used as
limitation. Where more than
available, the upper 95%
the Z statistic was used

IDENTIFICATION
REQUIRED: The

OF POLLUTANTS FOR
Department sent a

WHICH LIMITATIONS ARE
letter to the permittee
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which required identification of all categorical standards
appropriate to the permittee's industrial users, local
limitat ions currently contained in the perrni ttee 's rule s
and regulations, as well as any additional pollutants for
which the permittee has developed limitations for it's
indirect users based upon best professional judgement or
any other basis. Based on this information, the -list of
parameters to be evaluated for CWEA based limitations was
developed. The list, along with a copy of the Department's
March 10, 1992 letter and a copy of the -Joint Meeting's
March 26, 1992 response, is attached to the Fact Sheet.

Also, according to the CWEA, the Department is required to
place effluent monitoring requirements on those parameters
mentioned above for which effluent limitations are not
being proposed in this permit.

The permittee was also required to identify those
parameters which its treatment facility discharges in
detectable concentrations and those parameters which were
not discharged in detectable concentrations. As stated in
the March 10, 1992 letter, the CWEA allo\ols the Department
to exclude those pollutants, if the POTW demonstrates to

- the Department that the pollutant is not discharged above
detectable levels by the POTW. Joint Meeting's response
letter, dated March 26, 1992, provided an analysis of which
parameters were or we-re not discharged above detectable
levels. Since Joint Meeting's analysis was only based on a
single sample, the Department referred to Joint Meeting's
effluent data included in the past DMR's reports for a more
extensive data set to make a final determination of ~hether

a pollutant was discharged above detectable levels. The
variability and lack of sensitivity of the detection levels
reported for the available data necessitated the use of the
procedure discussed above to determine the detectable
concentration.

2. Specific Limitations:

a. BOD~, TSS, pH, Oil & Grease, Fecal Coliform, %
Rem val:

BODS and Total Suspended Solids (TSS) limitations
for concentration and percent removal are based on the
federal definition of secondary treatment. The
concentra tion limitations for BODS and Suspended
solids are also consistent with the Interstate
Sanitation Commission's (ISC) regulations. The BODS
% removal limit is also consistent with N.J.A.C.
7:9-5.8.

pH limitations are based on the Federal definition of
secondary treatment found in 40 CFR 133.102(c).
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Oil and Grease limitations are based on N.J.A.C.
7: 14A-14.

The monthly average and the" 10% of all monthly
samples" limitations for fecal coliform are based on
N.J.A.C. 7:9-4.14(c) (1)ii(2). These limits as well as
the 6 hr. and instantaneous maximum limits are
consistent with ISC regulations. The Department will
not apply any dilution factor to limitations for
indicator parameters related to disease producing
organisms. This is due to the potential public health
effects of failure to disinfect properly and the fact
that bacteria tend to multiply in a receiving
waterbody.

Dissolved oxygen is based on N.J.A.C. 7:9-4.14 (c).

Effluent loading limitations for BODS and TSS ~ere

calculated using a flow of 75 MGD and the appropr~ate

concentration limitations ..

b. Toxic Pollutants:

Effluent concentration limitations have been developed
in accordance with the Clean Water Enforcement Act and
reasonable potential analysis, as described in the
previous ly referenced General Methods section. The
criteria for deciding whether or not a limit is
imposed for each individual pollutant is summarized in
the table entitled "Limits Determination for Delegated
Facilities." The specific limitations, along with the
appropriate criteria (acute, chronic or human health)
have been given in the Limit Derivation and Permit
Summary Table of the Fact Sheet. Effluent loading
lj,.rnitations have been calculated using the methods
cited above.

c. Chlorine Produced Oxidants:

The effluent limitations for CPO were calculated using
an Instream Waste Concentration of .2 for the chronic
mixing zone and .67 for the acute mixing zone, based
on the dilution study completed by the permittee.

d. Arnmonia-N:

Final ammonia-N limitations are performance based
limi tations. Calculated as previously described in
the- '~act Sheet, however, the following has been
included for your information.

Ammonia-N in Water
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Amrn~nia-N in water exists in two forms: NH and
NH

4
. ~s NH

3
, ammonia-N. is called "un-ion!zed";

as NH
4

ammon~a-N ~s called "ionized" .
Generally, the un-ionized fraction is usually
considered more toxic than the ionized fraction. The
relative proportion that is found in each fraction is
primarily dependent on the temperature and the pH of
the solution. At a higher temperature and/or a higher
pH, more ammonia-N exists in the un-ionized form as
compared to' a lower temperature and/or a lower pH.
Amrnonia-N is usually measured as total ammonia-Nt
which includes both the ionized and the un-ionized
fractions.

The current State water quality standard sets an
instream limit on the concentration of un-ionized
ammonia that may be allowed in freshwater streams. The
water quality criteria can be found at N.J.A.C.
7:9-4.14. However, there is no specific numeric
criteria for SE-3 waters. The Department is currently
evaluating updated toxicity based criteria for
ammonia-N for both saline and tresh waters. This
permit may be reopened if necessary to incorporate
water quality based limitations after adoption of the
updated criteria.

e. Toxicity:

Wa ter quality based acute and chronic whole e ffl.uent
toxicity limitations were calculated in accordance
with the methods at N.J.A.C. 7:9-4.6(c)5.
Specifically, the acute toxicity limit was calculated
in accordance with N.J.A.C. 7:9-4.6(c)5i and the
chron~c limit w,as calculated in accordance with
N.J.A.C. 7:9-4.6(c)5iii. Both the acute and chronic
limitations were calculated using the Critical
Instream Waste Concentration of .2 for the mixing
zone determined from the plume model in accordance
with N.J.A.C. 7:9-4.6(c)5ii(2).

In calculation of the acute toxicity limitations,
N.J.A.C. 7:9-4.6(c)5i allows the use of two
application factors. The application factor of 0.05
is used wh~re the toxicity is due to non-persistent
substances and the more stringent (i.e. more
protective) application factor of 0.01 is used where
toxicity is known or suspected to be due to persistent
substances. In the calculation of the acute toxicity
1 imi t, the Department has conservatively assumed that
substances found in the effluent are persistent.
Therefore the more stringent application factor of
0.01 was used in the calculation of the acute toxicity
limitation.
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The calculation of these water quality based toxicity
limitations, using the methods cited above, resulted
in an acute toxicity limitation of No Measurable Acute
Toxicity (NMAT) effluent and a chronic toxicity
limitation of an NOEC of 20% effluent (5 TUc )·

The USEPA Technical Support Document previously cited
states that "Generally only the more st~ingent of the
acute and chronic toxicity limitation needs to be
included in the permit as the f inal limit since the
more stringent limit alone will be fully protective of
water quality".

Therefore, the acute and chronic toxicity limitations
listed above were compared to determine which one of
the two limitations is more protective (i.e. more
stringent) .

The Department's policy "Interim Policy on Permittees
Receiving Chronic Limits" (dated October 4,1989)
outlines the procedures for comparing these limits.
Those procedures involve the conversion of both the
acute and chronic toxicity limitations to toxic units
(TUs) to determine which is more stringent.

As a result of that comparison, it was determined that
the chronic toxicity limitation of 20% effluent or 5
TU is the more stringent of the calculated acute
an§ chronic water quality based toxicity limitations.

Species selection for chronic testing is based on Best
Professional Judgement. Species utilized are those
for which an approved USEPA methodology has been
developed. Species selection for acute testing is
based on N.J.A.C. 7:18-6.6 which requires that the
test organism be approved under the regula tions
governing laboratory certification.

The "Acute Toxicity Biomonitoring Requirements"
section has been updated to reflect present standard
language and current mailing addresses.

The requirements for the Toxicity Reduction Evaluation
are in accordance with N. J .A. C. 7: l4A-2. 5 (a) 6 and are
included to ensure that immediate action is begun in
the event that permit violations were to occur at some
future date.

V. ANT!BACKSLIDING I ANTIDEGRADATION ANALYSIS:

In the case of Joint Meeting Sewage Treatment Plant the
backsliding and antidegradation issues do not apply. Since the
proposed limitations are as stringent as the limitations in the
existing permit, the water quality of the receiving stream will
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be maintained, therefore, there will be no backsliding and an
antidegradation analysis is not necessary.

VI. PROCEDURES FOR REQUESTING MODIFICATION OF A WATER QUALITY BASED
EFFLUENT LIMITATION:

In accordance with N.J.A.C. 7:l4A-9.6(d), application for a
modification to water quality based effluent limitations must be
.made prior to the close of the public comment period.
Procedures for requesting a modification to a water quality
based effluent limit are found in N.J.A. C. 7: 9-4.9 (New Jersey
Surface Water Quality Standards) . For guidance and/or
additional information, please contact the Bureau of Water
Quality Analysis, CN-029, Trenton, New Jersey 08625, (609)
633-7020.

VII. PROCEDURES FOR REACHING A FINAL DECISION ON THE DRAFT PERMIT:

These procedures are described in the public notice of
preparation of this penni t. Included in the pUblic notice are
requirements for the submission of comments by a specified date,
procedures for requesting a hearing and the nature of the
hearing, and other procedures for participation in the final
decision ..

VIII.DEPE CONTACT:

Additional information concerning the permit may be obtained
between the hours of 8:00 A.M. and 4:30 P.M., Monday through
Friday from: Mr. John O'Connor at (609) 633-3869.



l I II ITS D E T ER II I NAT ION FOR DELEGATED FACILITIES Fact Sheet
Page 18 of 49

LIMIT IK'OSED [II DATA DETECTABLE ~,I~ w:l LIMIT< 20X FIlIAL * I
PARAIETEll IIIlUSTIlI AI. USER AVAILABLE COlCEllTV.TI CII 51A1Jl)A1I!J POT£Ifl IAI. PER FCIlIWlCE LIMIT OECISICJl

Acenam thene YES NO NO NO NtA NIA NL

Acenam thyl ene Y~S YES NO YES YES NtA Nl

Anthracene YES YES NO YES NO NtA Nl

Benzidine YES YES NO YES YES NtA NL

BenzolalAnthracene YES YES NO YES YES NIA Nl

Benzo(alPyrene YES YES NO YES YES NtA NL

Benzofluoranthene YES YES NO YES YES NtA NL

Benzol 01'1; lPeryl ene YES YES 110 YES YES NtA Nl

Benzolk) Fluoranthene YES YES NO YES YES NIA Nl

BisI2-Chloroethoxy) Methane YES YES NO NO NtA NtA Nl

Bis(2-ChloroethYI' Ether YES YES NO YES YES NtA Nl

Bis(2-ChloroisoorooYI) Ether YES YES NO YES NO NtA NL

Bis(2-EthvlhexYl' Phthalate YES YES YES YES YES YES I.'J

4-Brom:>d1erwl Phenvl Ether YES YES NO NO NIA NtA Nl

ButYL Benzyl Phtha late YES YES NO YES NO NtA Nl

2-Chloronaohthalene YES YES NO NO NtA NtA Nl

4-ChloroohenYl Phenyl Ether YES YES NO NO NtA NtA Nl

Chrysene YES YES NO YES YES NIA Nl

Dibenzo(a h1 Anth racene YES YES NO YES YES NtA Nl

1 2 Dichlorobenzene YES YES NO YES NO NtA Nl

1 3 Dichlorobenzene YES YES NO YES NO NIA Nl

1 4 Dichlorobenzene YES YES NO YES NO NtA Nl

3 3'-Dichlorobenzidine YES YES NO YES YES NtA Nl

Diethvl Phthalate YES YES NO YES NO NIA Nl

Dimethvlnhthalate YES YES NO YES NO NtA Nl

Di-N-SutYlohthalate YES YES YES· YES NO NO PF

24 Dinitrotoluene YES YES NO YES NO Nt;' Nl .

2 6 Dinitrotoluene YES YES NO NO NtA NtA Nl

Di -N-OCtvlontha late YES YES NO NO NIA NtA Nl

1 2OiohenYlhvdrazine-as Azobenzene YES NO NO YES NtA NtA Nl

FIuoranthene YES YES NO YES NO NIA Nl

Fluorene YES YES YES YES NO NO PF

Hexachlorobenzene YES YES NO YES YES NtA Nl

Hexachlorobutadiene YES YES NO YES NO NtA Nl

HexachlorocYclonPntadiene YES YES NO YES NO NtA Nl

Hexachloroethane YES YES NO YES NO NIA Nl
Jrdenor1 2 3-cd 1 Pvrene YES YES NO YES YES NtA Nl
Isomorone YES YES NO YES NO NIA Nl
NaOOtha Iene YES YES NO NO NtA NtA Nl
Nit robenz ene YES YES NO YES NO NtA Nl
N-NitrosodirrethYI a'l1ine YES YES NO YES NO NIA Nl
lioN itrosodi -N-Pro""l ami ne YES YES NO . NO NtA NtA Nl
N- Nitrosodi -N-ButYI Mline NO NO NO NO NIA NtA Nl
N-Nitrosodi ethyl amine NO NO NO NO NIA NIA Nl
N-Nitroso-oYrrol irdine NO NO NO NO NtA IlfA Nl
N- Nitrosodi m en":ll!Wlli ne YES YES YES YES NO YES I.I:l

Phenanthrene YES YES NO YES YES NtA Nl
Pvrene YES YES NO YES NO NIA Nl
1 2 '·Tri chlorobenzene YES YES NO YES NO NIA Nl
1 2. 5-Tetrachlorobenzene NO NO NO YES NIA NtA Nl
Pentach Lorobenz ene NO NO NO YES NIA NIA Nl

IPol ""uc lear ArOfMti c Hvdrocarbons NO NO NO NO NIA NIA Nl I. .
• \IQ lS the water ~llty based lImit, the PF 1S the perfonrence based lImit, 8rd NL is no limlt •



l I HIT S 0 E T E R H INA T I 0 101 FOR DEL EGA TED F A C ILl TIE S Fact Sheet
Page 19 of 49

PESTICIDES

LIMIT IIiI'OSID [II DATA DfTECTASLE W,I~ WLlMIT< 20X FIlIAL • I
PARAIET£J1 IIIlUSll I~ usa AVAILABLE tnlCE1rTRAT ION ST~A1If) POTEJfT IoU PERFCJ1IW/CE lHOT DECISION

Aldrin YES YES I/O YES YES I/IA NL

Aloha-BHe YES YES NO YES YES NIA NL

Beta-BHC YES YES YES YES I/O YES 110

Garrroa -BHC YEs YES I/O YES YES HIA HL

Del ta-BHC YES YES HO HO HIA HIA HL

Chlordare YES YES NO YES YES HIA . NL

4 4'-ODT YES YES NO YES YES HIA HL

44'-00E YES YES NO YES YES. N/A NL

4 4'-000 YES YES HO YES YES· HIA NL

Dieldrin YES YES NO YES YES HIA NL

Endosul fan Tota 1 NO NO NO YES NIA HIA lolL

Aloha-Endosul fan YES YES HO YES YES NIA loll

Beta-Endosul fan
1<.

YES NO YES YES NIA NL

Endosulfan-Sulfate YES YES NO YES NO HIA NL

Endrin YES YES NO YES YES HIA NL

Erdrin Aldehvde YES NO NO YES HIA HIA NL

Heotachlor YES YES NO YES YES NIA NL

Heotach lor Eooxide YES YES NO YES YES HIA NL

PC8-1016 YES YES NO NO N/A NIA NL

PCB -1242 YES YES NO HO NIA NIA lolL

PCB-1254 YES YES NO NO NIA HIA NL

PC8-1221 YES YES NO NO NIA NIA NL

PCB -1232 YES YES NO NO NIA HIA Nl

PCB- 1248 YES YES NO NO HIA HIA HL

PC8-1260 YES YES NO HO NIA HIA Nl

PCB-Total NO NO NO HO N/A HIA Nl

2 3 7 8Tetrachlorodibenzo-~-d;oxin YES NO NO YES NIA NIA NL

Toxaohere YES YES NO YES YES NIA lolL
Chlorpyrifos NO NO NO YES NIA N/A NL

Demeter. NO NO HO YES NIA HIA NL

Guthion NO NO NO YES NIA NIA Nl
Mal athion NO NO NO YES NIA NIA HL
Methoxych lor NO NO NO YES NIA NIA NL
Mirex NO NO HO YES NIA NIA NL
Parathion NO NO NO NO HIA NIA NL

JETAlS

LIMIT IIiI'OSID [II DATA DETECTABLE W REASOlABLE W UMIT< 20X FIliAl. • IPAlWET£1! IJIJUSTR IAt USER AVAILABLE a:JICElIT RATION STOOARD POTEWTloU PER FCJ1IW/CE 1I"IT DECISICJI
Alunirun Total i/O NO NO NO NIA NIA lolL
Ant imonv. Total YES YES NO YES NO I/IA NL
Arsenic Total YES YES YES YES YES YES I/O

Bariun TOla I NO I/O I/O NO HIA HIA HL
BerYl l iun Total HO YES YES YES I/O YES I/O

Cadniun Total Recoyerable YES YES YES YES HIA YES 110

I
Chrcmiun Total Recoyerable YES YES YES YES HO NO PF
Cobalt YES I/O NO HO HIA HIA NL
Coooer Total Recoyerable YES YES YES YES YES YES 110

CYan; de Total YES YES YES YES YES YES 110
Lead Total Recoyerable YES YES YES YES YES YES 110

.1.10 is the water qualltY based l1mit, PF is the performance besed limit, and NL is no limit.
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LIM IT III'OSal CII DATA DETECTABLE
y;) I I,RE.ASCIIA8LE Y:l LIMIT < 20X FINAL * IPAVJ£TER IIIlUSTR IAI. USER AVAILABLE CDICEJfTRATI(JI STAlIlARD POTBlTIAl PERFCRMAIICJ: liMn DECISICJI

2 4-0initroohenoL YES YES NO YES NO N/A ilL
2-II; t romeno L YES YES NO 110 N/A N/A ilL
4-lIitromenol YES YES NO NO N/A N/A NL
Pentachloroohenol YES YES NO YES YES N/A NL
Phenol YES YES NO YES NO N/A NL
2 4 6-TrichloromenoL YES YES NO YES NO N/A NL
2 4 5-Trich Loroohenol. NO NO NO YES N/A N/A NL
ParachLormeta Cresol YES NO NO NO II/A N/A ilL

* ~ is the water quality based limit, PF is the performance based limit, and NL is no limit.

IICII aJIYEJ{T IONAlS

LIM IT III'OSal CII DATA DETECTABLE y;) REASONABLE Y:l LIMIT< 20X FINAL * IPARN£TEI! IJIlUSTRIAL USER AVAILABLE CCllCBlTRATICII STAlIlARD POTEIlT JAL PERFCRMANCJ: LIMIT DECISICJI
Chlorine Produced Oxidants 110 YES YES YES YES YES 1.10

Acrrnonia notaL as Nl YES YES YES NO N/A II/A PF
Phosohorus (vel low) NO NO liD YES N/A II/A ilL
SuL fide (hvdrOQen sul fidel NO 110 NO YES II/A II/A ilL

• 1.10 is the water quaLity based limit, PF is the performance based limit, and ilL is no limit.

:



The basis for the I>roposed I>ermit Limitations are detailed In the "Oevelopment of Effl~ent limitations" section of the Fact Sheet.
The effective dates for the Interim and Final Limitations are detailed in Part III-A.

SAL I II E
LIM I TAT ION 0 E R I V A TID N and PER HIT SUM H A R Y T A·B L E

COli V E II T 1011 A l S
All limitations are expressed as maximums unless otherwise noted.

\Mtn WM.ITT UMITATlOl DEJUVATIOI PERMIT SIMWlY

IIATER IIASTE LOIG \/A TER QUALI TY - \/ASTE\/ATER DATA EXISTING PROPOSED PERMIT lIHITAT IONS
PARAMETER QUALI TY LOAD TERM LIMITS BASIS 05/31/91 PERMIT

CV CRITERIA ALLOC. AVERAGE through LIMITATIONS INTERIM FINAL
04/30/92

Flow .. .. · . MONTH AV ·- -.- 61.2 85 85 85
01GDl .. .. .. HAXlfU1 .- --- ... '" ... . ..-

5-Day Biochem. Ox. ·. ·. ·. MONTH AV -. · -- 5273 8519 8516 8516
Demand Ikn/dl · - ·. · . \/fEICl Y AV ·. ·-- 7645 11355 12774 12774-
5-00y Biochem. Ox. -. -. -- MONTH AV ·- --- 25 30 30 30
Demand (mall I · . " -- \/EEKl Y AV ·'. ... 32 4010 b c\ 4510\ 4518\

Influent S-Oay Bio. · - · . -- MONTH AV -- ·_. MOl IT!)! MOl IT!)! MOlITCJl 101 IT!)!
Ox. Demand 1..... 11 \ .. ·- -- IJEEICL Y AV ·. '- - ~LY ONLY ONLY ONLY
S-Doy Biochem. OK. · - ·- .. MONTH AV ... --- 87 85 85 85

Dl!ITland (min X reml ·- ·- ·- FOJR HOUR -. -. - ..... 85 ... ...-
Tot/ll Suspended ·- .- · . MONTH AV -- --- 3766 8519 8516 8516
Sol ids (ka/dl ·. .. -. \/fEICL Y AV .- "- 5291 12779 12774 12774

Totol suspended -- ·- -. MONTH AV -- -. - 16 30 30 30
Sol ids (mall I -. . , · . \/EEKLY AV ·. --- 22 45(0\ 45(01 45(0\

Influent Total · . ·. · . MONTH AV -. '-' M~IT!)! MOlITOR M~ITCJl MONIT!)!

Susn • Sol. (IM/I \ -. .. · - \/fEKlY AV ·. -.. ONLY ONLY ONLY ONLY

Total Suspended .. .. · . MONTH AV ·. '" 89 85 85 85

Sot ids (min. X rem\ .. .. ·. .............. .. '" ." . ... ... '"

(a) A "",xillUll concentration of 50 mg/l for Bro
5

& Suspended Solids shall not be eKceeded during any (6) hour period.

(b) MaKillUll average for 8I1Y four hour period.

(c) MaxillUll concentration of 45 mg/l for any (7) consecutive days.

Fact Sheet
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LIM I T ~ T ION D E R I V A T ION and PER MIT SUM MAR Y T ~ 9'L E

CON Y'E N T ION ~ L S (OONT'D)
~ll limitations are Expressed as Maxinuns Unless Otherwise Noted.

Fact Sheet
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YATER QUALITY LI"ITATION DERIVATION PEIII'IIT stHWlT

W~TER W~STE LrMG IIATE QUAL ITY U~STEU~TER D~TA EKISTING PROPOSED PERM IT lIMIT~T IONS
P~RAJoIETER QU~LITY LOM TERH LIMITS B~SIS 05/31/91 PERMIT

I;V CRITERI~ AllOC. AVER~GE through lIHIT~TIONS INTERIM FIN~L

04/30/92
F~al Col iform .. .. " MONTH ~V · . .. - 32 200 200 200

I(Geo Hean)( 1111 OOIlU ·- ' .- .- (d) -- _. - B6 400 400 400
Dissolved Oxygen -. .. -. UEEKlY ·- -- - 7.3 ... HrMlTOR HrMITOR

Iminirrun conc.1 · . .. -. MINI!tJH .. ... 6.4 4 4 4
Oi I and Grease ·. .- " MONTH ~V .- .- - 4.3 10 10 10

(1M/1) .. .. .. MAX I!tJH .. --- 8.4 15 15 15
T~rature - . .- -. MINII'UH .. .-- ... MrMlTOR HrMlTOR HONITa!

-- .- -- 30 MY AV ·. ..- 19.8
1°1;1 · - .. " MAXIIoUM -- .- - ... rMLY DIlY ONLY

pH ·- -- - - MINlloUM · . -.. 6.6 6 6 6
Isu1 ·- -- -- MAX IIoUM · - ... 7.3 ,9 9 9

(d) 800 Fecal Coliforms per 100 ml shall not be exceeded as a geometric average during any 6 hour period. No sample may contain more than 2400 Fecal
Colifonms per 100 mi.

.0. - co. Y E • T 10. A L S

All Limitations are Expressed as Maximums Unless Otherwise Noted.

IMlR QUALITY lI"ITATlON DERIVATlc.I PEIII'IT ~T

I/~TER QU~lITY U~STE LONG U~TER QUALITY UASTEI/ATER D~T~ EXI STING PRoPOSED PERMIT LIMITATIONS
P~RAJoIETER CRI ERrA LOAD TERM LIMITS B~SIS / PE RH IT

CV ~CUTE CHRONIC ~llOC. ~VER~GE through lIHIT~T10NS INTERIM FIN~L

AQUATIC AQUATIC /

Chlorine Produced 0.6 ·- .. -- -- MrMTH ~V . - .- - (1) ... HONITa! 2.1 (e)
IlOx i dants 1 1kCl/dl ·- -. .. HAXIM!J'ol -- .- - (1) ... ONLY 5.5 (e1

Chlorine Produced 0.6 13 7.5 -. -. HrMTH ~V . . _.. (1) ... MON ITOR ONLT _0074 (e)
IIOxidantsHeHIM/I) -. -- -- MAXIM!J'ol -. .- . (1) 2 2 .0195 eel
(e) The current detection limitation, using an approved test method, is 0.1 mg/l. Therefore, the permittee shall comply with the reporting level of 0.1 mg/l as a

daily maximum concentration and 28.4 kg/d as a dally maximum loading until due notice from the Department. Also, the analysis for Chlorine Produced oxidants,
should be analyzed by those methods available for Total Residual Chlorine.



LIM I TAT ION D E R I v A T ION and PER MIT SUM MAR Y TAB L E

• 0 • - co. V E • T I 0 • A l S (CONT'D)
All Limitations are Expressed as Maximums Unless Otherwise Noted.
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WlTER CJJALITT 1I1111TATllJI IIt:RIYATI~ PEllIlIIT SlWIARY

IJATER QUALI TY IIASTE LONG IJATER QUALI TY IJASTEIJATER DATA EXISTING PROPOSED PERMIT LIMITATIONS
PARAMETER Clll ERIA LOAD TERM LIMITS BASIS 06/01/91 PERMIT

CV ACUTE CHR()lIC ALLOC. AVERAGE through LIMITATIONS INTERIM FINAL
AQUATIC AQUATIC 05/31192

Ammonia (Total as 0.6 -. · . -. .. MONTH AV .. -.. 3407 M()ll Te-! M()lITe-! 2782
Nl rko/dl .- .. ·- -. DAILY MAX ·- ... 3066 ONLY ONLY 7374

Ammonia (Total as 0.6 ·. ·- .. -- HONTH AV ·- ... 12 MON 1Te-! MONITe-! 9.8
Nl rma/ll ·- ·. .- -. DAILY MAX -- -- - 10.8 ONLY ONLY 25.8

Phosphorus 0.6 · . ·. ·. -- MONTH AV -- ._. (1) ... MONITOR MON ITe-!
Ivellowl fa/d) ·. -- -. -- DAILY MAX ·- _..

(1) ... ONLY ONLY
Phosphorus 0.6 -. .1 .5 .3 MONTH AV .- -- . (1) ... MONITOR MONITe-!
rvellowl (ua/ll .- -. -- .- DAIL Y MAX .. -- . (1) ... ONLY ONLY
Sulfide (hydrogen- 0.6 -- 2 10 5.3 MONTH AV .- .- . (1) ... MONITOR MON ITe-!
sul fidel la/d) -- -- ·- - - DAILY MAX -- --- (1) ONLY· ONLY

Sulfide (hydrogen- 0.6 .. .. ·- -. MONTH AV -- ... (1) ... MONITOR HONITe-!
sulfidel rua/Il .. ·- -- -- DAILY MAX

_. ._- (1) ... ONLY ONLY I
B I 0 " 0 • ITO R I • G I E QUI IE" E • T S

All Limitations are Expressed as Maximums Unless Otherwise Noted.

PERMIT stJIIWlT

IJASTEIJATER DATA EXISTING PROPOSED PERMIT LIMITATIONS

PARAMETER 05/31/91 PERMIT
through LIMITATIONS INTERIM FINAL

04/30/92

ACUTE BIOMONITORING (LC
50

)
96 X 50 " 50 XHysidopsis bahia ...

CHRONIC BIOM()lITe-!ING (NOEC)
Hysidopsis bahia 23 X HONITe-! MONITe-! 20 "

ONLY ONLY

mg/I: mill igrams per titer (parts per mi II ion)
(1) There is no effluent data for this parameter.
(2) Discharge of this parameter Is not Duthorlzed by. the existing permit.
(3) To be determined.



LIM I TAT ION 0 E R I V A T ION and PER His U H H A R Y TAB L E

S " l J ME
R II S E I • E U T • II l S

All Limitations are E~pressed as Ha~imums ~less Otherwise Noted.
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«- - - -- - - - - -- -- -- - _. - - -.- •••••• -fUATER lIlJALlTY LIMITATION DERIVATION I·· -_.- -- - --. -- ......•. _- •...• ~ «. - •••• - - - - - - - -- -_. - -. - - -.- - '(PERHI T SU",",ARYl"'-' - ... _.. -. - - -- - -.- - - - - -.~
UATER lIlJALITY CRITERIA UASTE LONG L I " ITS BAS I S EFflUENT DATA EXISTING DRAFT PERHIT LIMITATIONS

LOAD TERM 08 I 30 I 89 PERHIT .
AlLOC. "VG. through IIHi TATI ONS lIHITATlON BASIS (3)

HUHAN "lIlJATlC LIFE Monthly Daily 01 I 31 I 91
PAR A " E T E R CV HEALTH PROTECT! DIl Average Ha~lnun Load Coneen- Load Coneen' Load Coneen'

PROT. Acute Chronic trat Ion tratlon tratlon
_all -"/L ao/L lIo/L lLolL aa/l niL aldav aa/L a/dav _all II/dav /lolL

AceNl~thene 0.6 -- .. -. .. .. .. .. NO CRITERIA DAILY MAX (1) 10 (2) (2) .. .- IIJN ITOR DIlLY
MONTH AV (1) 10 l21 (21 .. --

AnthrftCene 0.6 108000 -- -- 540000 347843 540000 1083342 Hun Hlth Cr DAILY MAX (1 ) 10 (2) (2) .. .. ~N ITOR DIlLY
MONTH AV (11 10 l21 (21 .- .-

Acenaphthylene 0.6 0.031 -- -- 0.155 0.1 0.155 0.311 Hun Hlth Cr DAILY MAX (1) 10 (2) (2) -- -- MONITOR DIlLY
MONTH AV rll 10 l21 (21 ·. --

Bentidine 0.6 0.1 -- -. 0.5 0.3221 0.5 1.0031 HlJlI HI th Cr DAILY MAX (1) 80 (2) (2) .- _. MONITOR ONLY
MONTH AV .l11 80 (2\ '21 .. -.

Bento (a) Anthra- 0.6 0.031 .. -. 0.155 0.1 0.155 0.311 HlJlI Hlth Cr DAILY MAX (1 ) 10 (2) (2 ) ·. .. MONITOR DIlLY
cene ~NTH AV '11 10 '21 '21 .. --

Bento (a) Pyrene 0.6 0.031 .. .. 0.155 0.1 0.155 0.311 Hun Hlth Cr DAILY MAX (1) 10 (2) (2) ·. .. ~NITOR ONLY
MONTH AV (1) 10 (2) (2) .. _.

Bento fluoran- 0.6 0.031 .. -. 0.155 0.1 0.155 0.311 Hun HI th Cr DAILY MAX (1 ) 10 (2) (2 ) .. -- !'k)NITOR ONLY
thene MONTH AV (1) 10 (2) (2) .. --

Bento (9hi) Per- 0.6 0.031 -- ·. 0.155 0.1 0.155 iIl.311 Hun Hlth Cr D"ILY MAX (1 ) 10 (2) (2) -- -. JIKlN ITOR DIl LY
ylene MONTH AV (11 10 r21 l21 -- ·.

Bento (k) Fluor' 0.6 0.033 _. ·. 0.155 0.1 0.155 0.311 Hun HI th Cr DAILY MAX (1) 10 (2) (2)
_. ·. ~HITOR ONLY

anthene MONTH AV '11 10 121 '21 _. ·.
Bis (2-Chloro- 0.6 .. .- -. -. -- .- -- NO CRITERIA DAILY MAX (1 ) 10 (2) (2) -. -- ~NITOR ONLY
etho~Yl Methane MONTH AV III 10 l21 r2l .- ·.

His (2-Chloro- 0.6 1.4 .. -. 7 4.509 7 14.043 Kun Hlth Cr DAILY MAX (1) 10 (2) (2 ) .. .. MONITOR ONLY
ethYL I Ether MONTH "V r1\ 10 (2) (2) .. ·-

Bis (2-Chloro- 0.6 170000 .. ·- 850000 547530 850000 1705260 HlJlI Hlth Cr- DAILY MAX (1) 10 (2) (2) -- ·- ~HITOR ONLY
isrv>rorwll Ether MONTH AV el) 10 r2) r2 ) -- .-

Bis (2'Ethlyhe~yl) 0.6 5.92
_. ·. 29.6 19.067 29.6 59.383 Hun Hlth Cr DAILY MAX (1) 180 (2) (2) 16857 59.383 HLIII Hlth Criter

phthalate MONTH "V (1) 12.8798 121 121 8402 29.6
4-Bnxnophenyl 0.6 .- .- . - .. -- .- .. NO CRITERIA DAILY MAX (1 ) 10 (2) (2) -. -- MONITOR ONLY

PhenYl Ether MONTH AV (1) 10 121 r21 .. - -

Butyl Benzyl 0.6 416 -- · . 2080 1339.84 2080 4172.873 Hun Hlth Cr DAILY MAX (1) 10 (2) (2) .- .- MONITOR DIlLY

Phthalate MONTH AV III 10 121 121 -- --
2-Chloronaphthal' 0.6 -- .- .. -- -- -- -- NO CRITERIA DAILY MAX (1) 10 (2) (2) -. -- MONITOR DIlLY

ene MONTH AV III 10 121 r21 -- ..
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LIM I TAT ION 0 E R I V A T I 0 ~ and PER MIT SUM MAR Y TAB L E
SAL I N E

BASEfNEUTRAlS
All Limitations are Ellpressed as Mallimums Unless Otherwise Noted.

···-·······- .. ·· .. ·····-.-.-···tyATER QUALITY LIMITATION DERIVATION)· ............................• ·········-··-···········-···(PERMIT SUMMARY1-··---······.·· ... ··.- .... _.•
UATER QUALITY CRITERIA UASTE LONG LIM ITS 8 A SIS EFflUENT DATA EXISTI NG DRAFT PERMIT LIM IT AT IONS

LOAD TERM 08 I 30 I 89 PERMIT
AlloC. AVG. through liMITATIONS lIMl TATION BASIS (3)

HlJoIAN AQUA TIC liFE MonthL y Dai Ly 01 I 31 I 91
PAR A MET E R CV HEALTH PROTECTION A",erage Mallinun Load Cooc.,.,· Load Cooc.,.,· Load Cooc.,.,-

PROT. Acute Chronic tr8tion tr8t ion tr8tion
ILlJ/L lla/L .a/L /lolL l£o/L /LolL /l9/L "/dav /La/L a/dav /lolL o/dav /LolL

4-Chlorophenyl 0.6 -. .. · . " .. . . ... NO CRITERIA DAILY MAX (1) 10 (2) (2) · . · . MON ITOR ON LY
Ph.,.,,,,l Ether MONTH AV 111 10 (2' 121 ·. .-

Chrysef>f' 0.6 0.031 ·. .. 0.155 0.1 0.155 0.311 Hun Hlth Cr OAILY MAX (1 ) 10 (2) (2) · . · - MON ITOR ON LY
MONTH AV ID 10 (2' (2' ·. ..

OibeflZo (a,h) 0.6 0.031 ·- " 0.155 0.1 0.155 0.311 Hun Hlth Cr DAILY MAX (1) , 10 (2) (2) ·- · . MONI TOR ONLY
Anthracene MONTH AV (n 10 121 (2) · . · .

1,2-0ichloro' 0.6 16500 ·- .. 82500 53142 82500 165510 Hun HI th Cr DAILY MAX (1) 10 (2) (2) · . · . MON ITOR ONLY
benzene MONTH AV 111 10 (2' (2\ '- -.

1.3-0ichloro· 0.6 22200 · . ·. 111000 71501 111000 222687 Hun Hlth Cr DAILY MAX (1) 10 (2) (2) .. . . MON ITOR ONLY
benzene MONTH AV 111 10 (2' (21 -. · -

1.4·0ichloro· 0.6 3159 · . .. 15795 10174 15795 31687.75 Hun Hlth Cr DAILY MAX (1) 10 (2) (2) · . ·- MONITOR ONLY
benzene MONTH AV (ll 10 (2' (2 , .. ..

3.3'Dichloro' 0.6 0.0767 ·. · - 0.384 0.247 0.364 0.769 Hun HI th Cr DAILY MAX (1) 20 (2) (2) ·. -. MONITOR ONLY
benzidine MONTH AV (1) 20 (2 ) (2) ·- ..

Oiethyl Phthalate 0.6 111000 · . · . 555000 357505 555000 1113435 Hun'Hlth Cr DAILY MAX (1) 10 (2) (2 ) · . -. MONITOR ONLY
MONTH AV In 10 (2) 121 · . · .

Dimethyl Phthalate 0.6 2900000 · . .. Hun Hlth Cr DAILY MAX (1) 10 (2) (2) · . · . MONITOR ONLY
7

(11 121 (211.51110 9340228 14500000 29089742 MONTH AV 10 · . ·-
Oi·N-Butyl· 0.6 15700 " · . 78500 50566 78500 157485.8 Hun Hlth Cr OAllY MAX (1) 55 (2) (2) 12490 44.0 Pe rf ormtlnced

rilth8late MONTH AV III 16.4571 (2) (21 6245 22.0 Based
2,4-Oinitro· 0.6 9.1 '. · . 45.5 29.309 45.5 91..282 HUll Hlth Cr DAILY MAX (1) 10 (2) (2) .. .. MONITOR ONLY

toluene MONTH AV 11' 10 (2\ 12' .. · .
2,6·0initro· 0.6 .. · . · . .. . . . . .. NO CRITERIA DAILY MAX (1) 10 (2) (2) ·. · - MON ITOR ON LY

toluene MONTH AV (n 10 (21 (2l ·. ·.
Oi ·N-OCtyl 0.6 . . · . · . .. . - .- .. NO CRITERIA DAILY MAX (1 ) 10 (2) ( 2) -. ·- MONI TOR ONLY

Phthalate MONTH AV 111 10 121 (21 -- ..

1.2'Diphenylhydra- 0.6 0.541 · . -. 2.705 1.742 2.705. 5.427 Hun Hlth Cr DAILY MAX (1) -. (2) (2) .. · . MONITOR ONLY
zine(as Azobenzenel MONTH AV (D .. (21 121 · . ·.
Fluoranthene 0.6 393 " · . 1965 1265.7 1965 3942.162 Hun HI th Cr DAILY MAX (1) 10 (2 ) (2 ) ·. · . MONITOR OIllY

MONTH AV In 10 (2l t2l · . · .
Fluorene 0.6 15100 · . .. 75500 48633.6 75500 151467.2 Hun HI th Cr DAILY MAX (1) 101 (2) (2) 6200 21.64 Perf ormanced

MONTH AV 11' 10.4832 (21 (2\ 3085 10.87 Based
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L J HIT A T ION D E R I V A T ION and PER HIT S U H MAR Y TAB l E

SAL I II E
9 A S E I II E U T R A l S

All limitations are Expressed as MaxilTft.J1ls Unless Otherwise Noted.
~--. _.. - - - - - - - - -. - -- ---- -- -- -- -(IIATER QUALITY LIMITATION DER IVAT IOIU-- ____ . ______ .. _______________ •

~- -- - - -- - - - - - - -- -- -- - - - - - -- - (PERMIT SUHMARTl-- -- -- ____ . ____ . ___ .. ___ . ___ ,IIATER ClUALITY CRITERIA IIASTE LONG LIM ITS BAS I S HFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONSLOAD TERM
08/3'0/89 PERMITALLoC. AVG.

through L1MITAT IONS LIMITATION BASIS 0)HU'1AN AClUATIC LIFE Monthly Dai Iy 01 I 31 I 91PAR A MET E R CV HEALTH PROTECT ION Average MaKinun Lood COnten- Lood C.oncen- Lood Conten-PROT. Acute Chronic
trlltion trill ion trllt.ionlI11/L llq/L 1l<l/L _l!9/L llll/L lLll/L /l'I/L gfdav lLll/L 1I/d<ly .)1Jl/L gfday IlgfLHeKeeh Ior oben'.. 0.6 0.000775 '- - - 0.0039 0.0025 0.0039 0.0078 Hun Hlth Cr DAILY MAX (1 ) 10 (2) (2 ) -- _. KJIIITOR ONLYzene

MONTH AV (1) 10 (2) ..ttl -- --HeKachlorobuU- 0.6 50 -- -- 250 161.038 250 501.547 Hun Hlth Cr DAILY MAX (1) 10 (2) (2 ) -- -- KJIIITOR ONLYdiene
MONTH AV (1 ) 10 (2 ) .J21 -- -.HeKachlorocyclo- 0.6 171J00 -- -- 85000 54753 85000 170526 Hun Hlth Cr DAILY MAX (1 ) 10 (2) (2) .. -- MONITOR ONLYJ:ll!ntediene
MONTH AV (1) 10 (2) (2 ) -- --HeKeehloroethllne 0.6 12.4 -. · - 62 39.938 62 124.384 HlIII HI th Cr DAILY MAX (1 ) 10 (2) (2) -- -. HOHI TOR ONLY
MONTH AV l1> 10 (21 (2) -- --Indeno (1.2.3-cd) 0.6 0.031 -- -- 0.155 0.1 0.155 0.311 Hun HI th Cr DAILY MAX (1) 10 (2) (2) .. -- MONITOR ONLYPyrene
MONTH AV (1) 10 (2) (2) -- ·.ISOf:l1orone 0.6 600 " -- 3000 1932.46 3000 6018.567 Hun Hlth Cr DAILY MAX (1 ) 10 (2) (2) -- -- KJII ITOR ONLY
MONTH AV (1) 10 liU. (2) -- _.

Napthalene 0.6 -- -- -- " -- -- ·. NO CRITERIA DAILY MAX (1 ) 10 (2 ) (2) -- -- MON I TOR ONLY
MONTH AV (1) 10 (2) (2) -- --Nit robenzene 0.6 1900 -. -- 9500 6119.46 9500 19058.79 Hun Hlth Cr DAILY MAX (1) 10 (2) (2) -- ·- MONITOR ONLY
MONTH AV (1) 10 (2) (2) -- - -N-Nitrosodimethyl· 0.6 8.1 -- ·- 40.5 26.088 40.5 81.251 Hun Hlth Cr DAILY MAX (1) 10 (2) (2 ) -- -- P'UNITOR ONLYem;ne
P'UNTH AV (1) 10 (2) (2) -- --N-Nitrosodi-N- 0.6 -- -- -- -- .. -- -- NO CRITER IA DAILY MAX (1) 10 (2) (2 ) -- - - MON I TOR ONLYPC2QYI amine
MONTH AV (1 ) 10 (tl (2) -- --N-Nitrosodi-N- 0.6 -- -. · - .- -- -- · - NO CRITER IA DAILY MAX (1 ) -- (2 ) (2 ) - - -- MONI TOR ()lLYbu t.Y.I amine
MONTH AV m. -- (2) (2) .- --N-Nitrosodi- 0.6 -- .- -- -. -- -- -- NO CRITERIA DAILY MAX (1 ) .- (2 ) (2 ) -- .. MONITOR ONLYethyl amine
P'UNTH AV (1J -. (2) (2) -- -.

N-N; t rosopyr 1'0- 0.6 -- -- " . . -. .. ·- NO CRITERIA DAILY MAX (1 ) -- (2) (2 ) -- -- MON ITOR ONL Ylidine
MONTH AV (1J -- (2) (2) -- --

N-N;trosodiphenyl- 0.6 16.2 -- -- 81 52.176 81 162.501 Hun HI th Cr DAILY MAX (1 ) 10 (2) (2 ) 46130 162.5 HLITI Hlth Criteramine
MONTH AV .<.11. 9.33032 (2) (2) 22993 81Phenanthrene 0.6 0.031 .- -- 0.155 0.1 0.155 0.311 Hun Hlth Cr DAILY MAX (1) 10 (2 ) (2) -- - - P'UN ITOR ONl Y
MONTH AV (U. 10 (2) (2) -- ·-Pyrene 0.6 8970 -- -- 44850 28890.2 44850 89977.58 Hum HI th Cr DAILY MAX (1 ) 10 (2 ) (2 ) .. -- I10N I TOR ONl Y
I10NTH AV (1) 10 (2) (2) -- ..
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~·······"·""""'··-···""'(~AtER DUALITY LIMITATION DER�VATION) ...................... - .. · ... ~ ~···························'PERMITSUMMARy'····························.
UAtER QUALITY CRItERIA UASTE LONG L I MIT S BAS I S EFflUENT DATA EXISTING DRAFT PERMIT L1MITAT IONS

LOAD TERM OB I 30 I B9 PERMIT
AllOC. AVG. through LIMITATIONS LIMITATION BASIS 0)

HUMAN AQUAT IC 1I FE Monthly Dai Iy 01 I 31 I 91
PAR A MET E R CV HEALTH PROTECTI (Jj AYerage Mall.illUll Load Concen' Load Concen' Load Concen'

PROt. Acute Chronic tration trlltion tration
uo/L _oIL uo/L ua/L uo/L uoll ua/L o/day lI.a/L a/day lI.o/L a/day l1o/L

1.2.4-Trichloro· 0.6 113 · . .. 565 363.947 565 1133.497 Hum HI th Cr DAILY MAX (1) 10 (2) (2) · . ·. MONITOR ONLY
benZ€1le MONTH AV 111 10 12\ 12\ · . ..

1.2.4.5-Tetra· 0.6 3.25 · . .. 16.25 10.467 16.25 32.601 Hum HI th Cr DAILY MAX (1 ) · . (2) (2) -. ·. MONI TOR ONLY
chlorobenzene MONTH AV (n .. (2\ (2) ·. . .

Pentachloro' 0.6 4.21 .. .. 21.05 13 .559 21.05 42.23 Hun HI th Cr DAILY MAX (1 ) ·. (2) (2 ) · . ·. MONITOR DNL Y
benzene MONTH AV '11 .. (2\ 12' · . ·.

Polynuclear Arom'
sl

· . .. DAILY MAX (1 ) · . (2) (2) · . ..

HYdrocarbons (PAHs MONTH AV t1\ .. '2' 12\ · . · .
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, PESTICIDES
All Limitations are E)tpressed as MaxilTU1lS Unless Otherwise Noted

LIMITATION DERIVATION and PERMIT SUMMARY TABLE
SAL I N E

..... - - - - -- - - -. -. - - - ........... - I\lATER ClUAlITY LIMITATION DER IVATlON)···· -" .....,........ _........ ~ ..-·····---··················IPERMIT SU"'"'ARn···--··_-··--· __ ·-.- ........•
\lATER QUALITY CRITERIA \lASTE LONG L 1111 ,. S BAS I S EFFLUENT DATA EXISTING DRAFT PERMIT lIMITAT IONS

LOAD TERM 08 I 30 I 89 PERMIT
AlLOC. AVG. ttlrougtl lIHITATIONS lIHITAT ION BASIS (3)

HtJ1AN AQUATIC LIFE lIonttll y Daily 01 I 31 I 91
PAR A H E T E R CV HEALTH PROTECTION Average Maxirrun Load Concen' Loed Conc:en' Loed Concen'

PROT • Acute Chronic tration trot Ion tration
I1Qfl ..all lLo/l Iloll !Loll !Loll Ilo/l aIda'" IIn/l aIda'" l1a/l aldav ..all

Aldrin 0.6 0.000144 1.3 · . 0.00072 0.00046 0.00072 0.00144 Hun Hlttl Cr DAilY MAX (1 ) 0.05 (2) (Z) -. .. I«JNITOR ONLY
KlNTH AV III 0.05 'Zl IZ\ .- ..

Alpha-BHC 0.6 0.0131 .. · . 0.066 O.04Z 0.066 0.131 Hun HI th Cr DAilY MAX (1 ) 0.05 (Z) (Z) .. .. Kl!II TOR ONLY
I«JNTH AV !1l 0.05 IZl IZl -- --

Beta·OHC 0.6 0.46 .. · . Z.3 1.482 Z.3 1••614 Hun Hith Cr DAilY MAX (1 ) 0.06 (Z) (Z) 1306 4.6 HUMAN HEALTH
KlNTH AV 11\ 0.05091 tZl rZl 653 2.3

GIm1l!I-BHC 0.6 0.06Z5 0.16 0.004 0.02 0.011 0.016 0.033 Chronic Cri DAilY MAX (1) 0.05 (Z) (Z) .- .- MONITOR ONLY
I«JNTH AV r1l 0.05 tZl tZl .. .-

Del ta-OHC 0.6 -. -. ·- -. . . .. .- NO CRITERIA DAilY MAX (1 ) 0.05 (Z) (Z) .. .. I«JNITOR ONLY
KlNTH AV r1\ 0.05 rZl tZl -- -.

Chlorcla~ 0.6 O.OOOZ83 0.09 0.004 0.0014Z 0.00091 0.0014Z O.OOZ84 Hun Hlth Cr DAILY MAX (1 ) 0.5 (Z) (Z) .. ·. KlIlITOR ONLY
KlNTH AV rn 0.5 (2) r2\ -- -.

4,4'-OOT 0.6 0.000591 0.13 0.001 0.00296 0.0019 0.00296 0.00593 Hun Hlth Cr DAILY MAX (1 ) 0.1 (2) (2) .. .. I«JNITOR ONLY
!«lNTH AV 111 0.1 rZl r2l _. ·.

4,4'-OOE 0.6 0.000591 -. -. 0.00296 0.0019 0.00296 0.00593 Hun HI th Cr DAilY MAX (1) 0.1 (2) (2) -- -- I«JNITOR ONLY
KlNTH AV r1 1 0.1 (2l r2l .. · .

4.4'-000 0.6 0.000837 -. -- 0.00418 0.00Z7 0.00418 0.0084 Hun Hlth Cr DAilY MAX (1 ) 0.1 (Z) (Z) _. ·. I«JN ITOR DIlLY
!«lNTH AV rn 0.1 tZl (Zl .. -.

Dieldrin 0.6 0.000144 0.71 0.0019 0.00072 0.00046 0.00072 0.00144 Hun Hlth Cr DAilY MAX (1) 0.1 (2) (2) ·. .. I«JN ITOR ONLY
I«JNTH AV rn 0.1 12\ 121 -. · .

Endosul fan, Total 0.6 1.99 0.034 0.0087 0.17 0.016 0.025 0.051 Acute crit DAilY MAX (1) -- (Z) (Z) · . · . I«JNITOR ONLy
KlNTH AV rn .- rZl r2l ·. - .

Alpha-Endosulfan 0.6 .. 0.034 0.0087 0.17 0.016 0.025 0.051 Acute cd t DAILY MAX (1) 0.05 (Z) (Z) .. ·- !«lNI TOR ONLY
HONTH AV rll 0.05 f2l r21 -- -.

Oeta- Erdosul fan 0.6 .. 0.034 0.0087 0.17 0.016 0.025 0.051 Acute crit DAilY MAX (1) 0.1 (2) (2) - - KlN IT OR DIlLY
MONTH AV '" 0.1 £21 tZ)

Endosulfan Sulfate 0.6 Z .. . . 10 6.442 10 20.06Z Hun Hlth Cr DAILY MAX (1) 0.1 (2) (Z) ·. ·- MON ITOR DIlLY

MONTH AV rll 0.1 r2l (2l ·. · .
Endrin 0.6 0.678 0.037 0.0023 0.012 0.006 0.009 0.,019 Chronic Cri DAILY MAX (1) 0.1 (Z) (Z) - - MON ITOR DIlLy

MONTH AV tT' 0.1 (2' 12l
Endrin Aldehyde 0.6 0.81 -- -. 4.05 2.609 4.05 8.125 Hun Hlttl Cr DAILY MAX (1 ) . - (2) (2) -- · . MON IT OR ONLy

MONTH AV 11' -. 12\ 12\ _. ..
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PES TIC IDE S
All Limitations are Expressed as Maximums Unless Otherwise Noted.

L I HIT A T ION D E R I V A T ION and PER HIT S U H MAR Y TAB L E
SAL I N E

·---·····-------.·-·--·-.······(IJATER QUALITY L1MITATlOII DERiVATION) .........................••..•
•.. _' .. '.' ............... -... (PERMIT SU",",ARY)··,··- .... ' .. '_. _.. _.... __ ..•

IJATER QUALITY CRITERIA IIASTE LONG L I M I T S BAS I S EFFLUENT DATA EXISTING DRAFT PERM IT lIMITAT IONSLOAD TERM 08 / 30 / 89 PERMIT
ALLOC. AVG. through L1MITATlc./S L1MITATIc./ BASIS (3)H~AN AQUA TIC II FE Monthly Dai ly 01 / 31 / 91PAR A MET E R CV HEALTH PROTECT Ic./ Average l'Iaxinun Load Cone",,- Load Conem- Load Coneen-PROT. Acute Chronic tration tratlon trationnaIL naIL llalL ll'lIL IlglL "<l/L "all g/dav .g/L !l/dav llall g/dav j1g/LHeptach lor 0.6 0.000214 0.053 0.0036 0.00107 0.00069 0.00107 0.00215 Hun Hlth Cr DAILY MAX (1) 0.05 (2) (2) .. ·. MONITOR ONLY

MONTH AV (1) 0.05 (2l (2l _. ·.Heptachlor Epox;de 0.6 0.000106 0.053 0.0036 0.001 0.0006 0.001 0.001 Hun HI th Cr DAILY MAX (1 ) 0.05 (2 ) (2 ) .- .. MONITOR ONLY
MONTH AV (1) 0.05 (2) (2 ) -- · .PCB-l016 0.6 · . ·- -. . . -. · . · . NO CRITER IA OAILl HAX (1 ) 0.5 (2) (2) .. -. MONITOR ONLY
MONTH AV ( II 0.5 (2l (2l -- ..

PCB-1242 0.6 · - .- · . . . -. - - · . NO CRITERIA DAilY HAX (1 ) 0.5 (2) (2) .. -- MOIII T~ ONLY
MONTH AV (1) 0.5 (2) (2) .. --PCB-125r. 0.6 · . .. ·. .. ·. · . ·. NO CRITER IA DAILY MAX (1 ) 1 (2) (2 ) MONIT~ ONLY- -
MONTH AV (1) 1 (2) (2l

PCB-1221 0.6 -. .. · . -. · . -. -. NO CRITERIA DAILl MAX (1) 0.5 (2) (2) -. ·. MONIT~ ONLY
MONTH AV (1) 0.5 (2l (2l · . ·.

PCB-1232 0.6 ·- .. - . - - · . ·- ·- NO CRITERIA OAILY MAX (1 ) 0.5 (2) (2 ) ·. -- MONIT~ ONLY
MONTH AV ( II 0.5 (2) (2l · . -.

PCB-1248 0.6 · . _. · . _. -. · . · . NO CRITERIA DAILY MAX (1 ) 0.5 (2) (2) .. .. MOIIITOR ON LY
MONTH AV (1) 0.5 (2l (2l · . -.

PCe-1260 0.6 ·. · . · - -. · - ·. -. NO CRITER IA DAlll MAX (1 ) 1 (2) (2) - - MONITOR ONLY
MONTH AV (1) 1 (2) (2)

PCB-Total 0.6 0.000247 -- 0.03 0.00124 0.0008 0.00124 0.00248 Hun Hlth Cr DAILY MAX (1) - . (2) (2) .- -. MONIT~ ONLY
MONTH AV (1 ) _. (2) (2) · . · .

Toxaphene 0.6 0.000747 0.21 0.005 0.00374 0.00241 0.00374 0.00749 Hun Hlth Cr DAILl MAX (1) 1 (2 ) (2) · - -- MONIT~ ONLY
MONTH AV (1) 1 (2) (2) _. ..

2.3.7.8-Tetrachloro 0.6 . ' · . Hun HI th Cr DAILY MAX (1) .. (2) (2) · . .- MONITOR ONLY-8 -8 ·8 ·8 -7
HONTH (1) (2) (2l'dibenzo-D-dioxin 1.41(10 7xl0 51<'0 hl0 1.41(10 AV .. · - --

Chlorpyrifos 0.6 · . 0.011 0.0056 0.017 0.005 0.008 0.017 Acute Crit DAilY MAX (1) · . (2) (2) ·- -- MONIT~ ONLY
MONTH AV (1) · . (2) (2l - . -.

Demeton 0.6 · . -. 0.1 0.5 0.264 0.409 0.821 Chronic Cri DAILY MAX (1 ) · . (2) (2) .. · . MONITOR ONLY
HONTH AV (1) -. (2l (2 ) .- --

Guthion 0.6 -- · . 0.01 0.05 0.026 O.Or.l 0.082 Chronic Cri DAILY MAX (1 ) .. (2) (2) · . ·- MONI TOR ONLY
MONTH AV (1) -- (2l (2l -. ..

Malathion 0.6 ·- ·. 0.1 0.5 0.264 0.409 0.821 Chronic Cri DAILY MAX (1 ) .- (2) (2) -- _. MONITOR OOLY
MONTH AV (1l .. (2) 12l -- --
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<--------------·---------------(YATER QUALITY LIHITATION DERIVATION)------------o----------.---.-. .·--·····-·--·-------···-·-·CPERHIT SUMMARY)--···------·----------------.
I YATER QUALITY CRITERIA YASlE LONG L I H I T S BAS I S EFFLUENT DATA EXISTING DRAFT PERM IT lIHITATlONS,

LOAD TERM 08 I 30 I 89 PERMIT
ALLOC. AVG. through lIHITATlONS LIMITATION BASIS (3)

HUIAN ACllJATlC LIFE Monthly Dai ly 01 I 31 I 91
PAR A MET E R CV HEALTH PROTECTION Average Haxinun Load Coneffi- Load Cone",,· Load Cone",,·

PROT. Acute Chronic trat Ion tratlon tretlon
!taIL !taIL lla/L !taIL 1l~/L 1l~/L ua/L a/day /l.a/L a/day a.q/L a/dav llo/L

Methoxychlor 0_6 .' _. 0.03 0.15 0.079 0.123 0.246 Chronic Crl DAILY MAX (1 ) .. (2) (2) .- -- MONITOR ONLY
MOHTH AV (1) .- (2) (2) .. .-

Hlrex 0.6 -- -- 0.001 0.005 0.003 0.004 0.008 ChrOl1ic cri DAILY HAX (1 ) .. (2 ) (2) .. -- MONITOR ONLY
MONTH AV (1) .. (21 (2) .. ..

Parathion 0.6 .. .. -- -. -. .. -- NO CIlITERIA DAILY HAX (1) "- . (2) (2 ) -. .. MON IT OR ONLY
MONTH AV (1 ) .. (21 (21 -. ..

LIM I TAT ION D E R I V A T ION and PER MIT SUM MAR Y TAB L E
SAL I • E

METALS

All Limitations are Expressed as Maximums Unless Otherwise Noted .
<- - - - - - - -- -. -. - - -- -. -.. - .... ··'CYATER QUAL ITl LIMITATION DER IVATION)- - - --- -- --- .. - .... -....... -.--. • -···_·-····-··-············(PERHIT SUMMARY)·········-----·--·----·-----.

YATER QUALITY CRI~ERIA YASTE LONG L I M I T S BAS I S EFFLUENT DATA EXISTING DRAFT PERM IT lIHITATIONS
LOAD TERM 08 I 30 I 89 PERMIT

ALLOC. AVG. through LIMITATIONS LIMITATION BASiS (3 )

HtJolAN ACllJATlC LI FE MonthLy Dei Ly 01 { 31 { 91

PAR A MET E R r::oJ HEALTH PROTECTION Average Maxirrun Load Cone",,- Load Conem- Load Concen-

PROT. Acute Chronic tretion tretian tretion

Ilg/L lla/l Ilall /lolL /lolL ua/L IlIl/L a/dav /la/L a/daY Ila/L a/day 11~/L

Alunirun. 0.6 -. .. -- - -. -- _.. .. NO CIlITERIA DAILY HAX (1) .- (2) (2 ) .- -- MONITOR ONLY

Total Recoverable MONTH AV C11 _. (2) (21 -- - -

Ant imony. Total 0.6 4300 .. --- 21500 13849 21500 43133.1 H~ Hlth Cr D.AIL Y MAX (1) 50 (2) (2 ) .. -- MONITOR ONLY

MONTH AV C11 50 (2) (21 -- - -

Arseni c. 0.6 0.136 69 36 0.7 0_4 0.7 1.4 H~ Hlth Cr DAILY MAX (1) 15 (2 ) (2) 397 1.4 Hun Hlth Criter

Total Recoverable MONTH AV Cl1 9.9948 C21 (2) 198 0.7
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lIM·, TAT ION D E R I V A T ION and PER MIT SUM MAR Y TAB L E

SAL I • E - " ETA l S
All limitations are ElI:pressed as Mall:imums Unless Otherwise Noted.

~------------------------------eUATER DUALITY LIMITATION DERIVATIONI--------------- __ " ____ .. _____•
~·-·--·-·----------------·--(PERMIT SUMMARY1--------------------- _______ ,\.lATER QUlIlIH CRITERIA \.IASTE LONG L I HIT S BAS I S EfFLUENT DATA EXISTING DRAFT PERM IT lIHITAT IONSLOAD TERH

08 I 30 I 89 PERMI T
ALLOC. AVG. through lIMITATlalS LIMITATION BASIS (3)HLtlAH AQUATIC life Monthly Dei ly 01 { 31 I 91PAR A MET E R CV HEAltH PROTECTlaI Average Mall: illLln Load Cone.",- Load Cone.",- Load Cone.",-PROT. Acute Chronic

tration trat ion trationua/L "aIL nolL /lolL llalL Ilall llalL aldav naIL ll/dav naIL aldav uo/LBariun, Total 0.6 -- -. -- -- -- -- -- NO CR ITERIA DAILY HAX (1 ) -- (2) (2) -- -- MON ITOll ONLY
MONTH AV en .. e2 ) e21 -- ---=----e-.Beryll il.JTl, Total 0.6 0.132 -- -- 0.7 0.4 0.7 1.3 HI.JTI Hlth Cr DAILY HAX (1 ) 10 (2) (2) 369 1.3 Hun Hlth Crlter
MONTH AV en 9.43874 e21 (2) 198 0.7Cadnil.JTl, 0.6 169 43 9.3 64.5 20.7 32.2 64.5 Acute Crit OAllY HAX (1 ) 10 (2) (2) 18310 64.5 Acute Cr! terl aTotal Recoverable
MONTH AV e11 3.43058 (2) (2) 9140 32.2ChrOOli lJI1, 0.6 3230 1100 50 250 131.9 204.7 410.7 Chronic Crl DAilY HAX (1 ) 22 (2) (2) 4542 16.0 PerformeneedTotal Recoverable
MONTH AV en 3·12450 (2) (2) 2271 8.0 BasedCobalt 0.6 -. .- -- .- .- .- -- NO CRITERIA DAILY HAX (1) -- (2) (2) .- -- MONITOil ONLY
MONTH AV en " e21 e21 .- .-

Copper, 0.6 -- 2.9 2.9 4.4 1.4 2.2 1•. 4 Acute Cdt DAILY HAX (1 ) 34 (2) (2 ) 1249 4.4 Acute Crlterl aTotal Recoverable MONTH AV rll 18.3483 e21 (2) 624 2.2Cyanide, Total 0.6 220000 1 1 1.5 0.5 0.7 1.5 Acute Cri t DAILY HAX (1 ) 93 (2) (2) 425 1.5 Acute criteria
MONTH AV en 26.3761 121 e21 198 0.1Lead, 0.6 -- 220 8.5 42.5 22.4 34.8 69.8 Chronic cd DAilY HAX (1) 66 (2) (2) 19814 69.8 Chroni c Criter.Total Recoverable MONTH AV III 26.8041 C21 C21 9878 34.8Manganese 0.6 -- -- -- .- -- -. -. NO CRITERIA DAILY HAX (1) -- (2) (2) -- -- MONITOR ONLY
MONTH AV en -- C21 e21 " --Mercury , 0.6 0.146 2.1 0.025 0.125 0.066 0.102 0.205 Chronic Cri DAILY MAX (1 ) 4 (2) (2) 58.19 0.205 Chron! c Criter.

Total Recoverable MONTH AV en 0.25958 121 (2) 28.96 0.102
Molydenun 0.6 .. .. -- -- -. -. -- NO CRITERIA DAILY HAX (1) -- (2) (2) -- -- MONITOR ONLY

MONTH AV (1) -- C21 C21 .~- --Nickel, 0.6 3900 75 8.3 41.5 21.9 34 68.2 Chronic Cri DAllY HAX (1) 59 (2) (2) 19360 68.2 Chroni c Cr"iter.
Total Recoverable MONTH AV (1) 15.9915 e21 121 9651 34

Sel.",h.Jll. 0.6 6800 300 71 355 144.5 224.3 450 Acute Cdt DAILY HAX (1 ) 10 (2) (2) .. -- MONITOR ONLY
Total Recoverable MONTH AV (1) -- e21 121 -- --

SI Iver, 0.6 65000 2.3 -. 3.4 1.1 1.7 3.5 Acute Crit DAILY HAX (1) 17 (2) (2) 993 3.5 Acute Cr; teri a
Total Recoverable MONTH AV (1 ) 4.96646 e21 (21 482 1.7

ThallilJ11, Total 0.6 6.22 .. .- 31.1 20 31.,1 62.4 HI.JTI Hlth Cr DAILY MAX (1 ) 50 (2) (2) -. -- MONITOR ONLY
MONTH AV en -- e21 121 -- -.

Zinc, 0.6 . - 95 86 142.5 45.8 71 142.5 Acute Crlt DAILY HAX (1) 210 (2) (2) 40452 142.5 Acute Criteria
Total Recoverable MONTH /IV el) 45.0646 (2) (2) 20155 71
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l I H·' TAT ION 0 E R I V A T ION and PER HIT S U H MAR Y TAB l E
SAL I II E

~------------------------------e~ATER QUALITY LIMITATION DERIVATION)----.- _________ ... ___ . _____ ..•
~---. - -- -. - - --.- -- -- -. "----(PERMJ T SU~ARY)--.- _______________________ ".~ATER QUALITY CRITERIA ~ASTE LONG LIM ITS BAS I S EffLUENT DATA EXISTING DRAFT PERMIT LIMITATIONSLOAO TERM

08 I 30 I 89 PERMITAllOC. AVG.
through lIMI TAT IONS lIMI TATION BASIS (3)HlJ1AN AQUATIC LIFE Monthly Dai ly 01 I 31 I 91PAR A H E T E R CV HEALTH PROTECTION Average MaxillUll Load Concen- Load Concen- Load Coneen-PROT. Acute Chronic

tration tration trationJlQ/L aQIl /LolL 1L1I/L . 1L1I/L Jlall /Loll a/dav IlQ/l Q/dav !LolL a/dav JlQ/LAcrolein 0.6 780 _.
" 3900 2512.2 3900 7824.1 Hun Hlth Cr DAILY MAX (1 ) 12500 (2) (2) 102195 360.0 Performanced

MONTH AV (1) 170.997 (2) (2) 51097 180.0 BasedAcrylon; tri Ie 0.6 0.665 .- ' . 3.3 2.1 3.3 6.7 Hun Hlth Cr DAILY MAX (1) 12500 (2) (2) 1901 6.7 Hun Hlth Crlter
MONTH AV (1) 170.997 (2) (2) 936 3.3Benzene 0.6 71 -. -- 355 228.7 355 712.2 Hun Hlth Cr DAILY MAX (1) 625 (2) (2) 9084 32.0 Perforrmneed
MONTH AV (1) 8.10328 (21 (2) 4542 16.0 BasedBrOll'Oforrn 0.6 360 -- -- 1800 1159.5 11100 3611.1 Hun HI th Cr DAILY MAX (1 ) 625 (2 ) (2) 9084 32.0 Perforlll8need
MONTH AV (11 11.10328 (2) (2) 4542 16.0 BasedCarbon 0.6 6.31 -- -- 31.5 20.3 31.5 63.3 Hun Hlth Cr DAILY MAX (1) 625 (2) (2) 17969 63.3 Hun Hlth Criterletrachloride
MONTH AV . (1) 11.103211 (2) (2) 11942 31.5Chlorobenzene 0.6 21000 -- -. 105000 67636.1 105000 210649.9 Hun Hlth Cr DAILY MAX (1) 625 (2) (2) 90114 32.0 Perforlll8nced
MONTH AV (1l 11.103211 (2) (2l 4542 16.0 BasedChlorodibrOlOO- 0_6 34 -- --- 170 109.5 170 :J;41.1 Hun HI th Cr DAILY MAX (1 ) 625 (2) (2) 961129 341.1 Hun Hlth Critermethane
MONTH AV (1) 8.10328 (2) (2) 48258 170ch Ioroe th ane 0.6 -- -- -- " -. .. -- NO CRITERIA DAILY MAX (1) 1250 (2) (2) 14194 50.0 Perfor....need
MONTH AV <11 16.2065 (2) e2l 7097 25.0 Based2-Chloroethyl' 0.6 .. -- ·- .- -- -- . - NO CRITERIA DAllY MAX (1 ) 1250 (2 ) (2) 14194 50.0 Perforlll8nce<;lvinyl Ether
MONTH AV (1) 16.2065 (2) (2l 7097 25.0 BasedChloroform 0.6 470 -- -- 2350 1513.11 2350 4714.5 Hun Hlth Cr DAILY MAX (1 ) 625 (2) (2) 8516 30.0 Perforlll8nced
MONTH AV (1) 5.211109 (2) (2) 4258 15.0 BasedDichlorobrOlOO- 0.6 22 -- -- 110 70.9 110 220.7 Hun HI th Cr DAILY MAX (1 ) 625 (2 ) (2) 62651 220.7 Hun Hlth Critermethane
MONTH AV (11 11.10328 e2l (2) 31226 110'.'-Dichloroethane 0.6 -. .- -. . . .. .. '- NO CRITERIA DAILY MAX (1) 625 (2 ) (2) 9084 32.0 Perforlll8nced
MONTH AV (1) 11.10328 (2) (2) 4542 16.0 Based1.2-Dichloroethane 0.6 99 .. ·- 495 3111.9 495 993.1 Hun HI th Cr DAILY MAX (1) 625 (2) (2 ) 9084 32_0 Perforrrenced
MONTH AV (1) 11.25237 (2) (2) 4542 16.0 Based1.1-0Ichlara- 0.6 3.2 .. -. 16 10.3 16 32.1 Hun Hlth Cr DAILY MAX (1) 625 (2) (2) 9112 32.1 Hun Hlth Criterethene
MONTH AV (1) 11.10328 (2) e2 ) 4542 161,2-0ichlor- 0.6 -. -. -- .- -- .. -- NO CRITERIA DAllY HAX (1 ) 625 (2) (2) 90114 32.0 Perfarmancedprapene
MONTH AV (n 8.10328 (2) (2) 4542 16.0 - BasedCis 1,3'Oichlor- 0.6 1700 -- ·. 8500 5475 .3 8500 17052.6 Hun HI th Cr DAllY MAX (1) 625 (2) (2) 90114 32.0 Perfarmanceclorooene
MONTH AV (1 ) 8.10328 (2) (2) 4542 16.0 Based
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~"----'----'---'--"'-"---'--(~ATER CUALITY LIMITATION DERIVATION)-·.---.---···.-.--- .. - .... --.~ ~----·-·---·-·-·-·------·---(PERMITSUHHARY)-··------·-·---·--.·-.------~
~ATER OUALITY CRITERIA IIASTE LONG LIM ITS BAS I S EFFLUENT DATA EXISTING DRAFT PERMIT LIHITATIONS

LOAD TERH 08 / 30 / 89 PERHI T
AllOC. AVG. through LIMITATIONS LIMITATION BASIS (3)

HLtlAN AOUATIC LIFE Monthly Daily 01 / 31 / 91
PAR A MET E R CV HEALTH PROTECTION Average Haxinun Load Coneen- Load Conc@l'l' Load Coneen'

PROT. Acute Chronic tretion tretlon tration

~
l10/L ..oIL 1r.<I/L l10/L lIofL 11!1/L 11!1/L clldav lIoll !I/day l1o/L ll/dav lIoll

trans'1,3-Di- 0.6 -- .- -. .. -- .. _., NO CRITERIA DAILY HAX (1) 625 (2) (2 ) 9O~ 32.0 Perf ormaneed
chtoroorooene HaNTH AV (1 ) 8.10328 (2) . (2) . 4542 '16.0 Based

Ethylbenzenl! 0.6 27900 -. _.
139500 89859.4 139500 279863.4 Hun Hlth Cr DAILY MAX (1) 625 (2) (2 ) 9O~ 32.0 Performaneed

MONTH AV (1) 8.10328 (2) (2 ) 4542 16.0 Based
Br"""""",th""" 0.6 4000 -- -. 20000 12883.1 20000 40123.8 Hun Hlth Cr DAILY HAX (1) .. (2 ) (2) -- -. MONITOR ONLY

MONTH AV (I) -. (2) (2 ) -. -.
Chlorc:rnethene 0.6 470 .- - . 2350 1513.8 2350 4714.5 Hun Hlth Cr DAILY HAX (1 ) -- (2) (2 ) -- -. IfJN ITOR ONLY

HaNTH AV (1) -- (2) (2) .- --
Methylene Chloride 0.6 1600 -- -. 8000 5153.2 8000 16049.5 Hun Hlth Cr DAILY HAX (1) 70 (2) (2) 9O~ 32.0 Performaneed

HaNTH AV (1 ) 10.4233 (2) (2) 4542 16.0 Based
l,1,2,2-Tetre- 0.6 11 -- .. 55 35.4 55 110.3 Hun Hlth Cr DAILY HAX (1 ) 625 (2) (2) 31311 110.3 Hun Hlth Criter
chloroethlme HaNTH AV (1) 8.10328 (2) (2) 15613 55

Tetrachloroethene 0.6 4.29 -- _. 21.5 13.8 21.5 43 Hun HI th Cr DAILY HAX (1 ) 625 (2) (2) 12206 43 Hun Hlth Criter
HaNTH AV (1) 6.41044 (2) (2l 6103 21.5

Toluene 0.6 200000 .. . - 1000000 644153 1000000 2006189.2 HlIII Hlth Cr DAILY HAX (1 ) 625 (2) (2 ) 9O~ 32.0 Perforrmneed

HONTH AV (1) 8.10328 (2) (2) 4542 16.0 Based

l,2-Trens-D i- 0_6 -- -- -- -. -- -- .- NO CRITERIA DAILY HAX (1) 625 (2) (2) 9O~ 32.0 Perforrmneed

chloroethene HONTH AV (1) 8.10328 (2) (2) 4542 16.0 Based

1,1,1-Trlchloro- 0.6 . - .. .. . - .. -- .- NO CRITERIA DAILY HAX (1 ) 625 (2) (2) . 9084 32.0 Perforrroneed
ethane HaNTH AV (1 ) 8.10328 (2) (2) 4542 16.0 Based

1,1,2-Trichloro' 0.6 42 .. -- 210 135.3 210 421.3 Hun Hlth Cr DAILY HAX (1) 625 (2) (2) 119596 421.3 Hun Hlth Crlter

ethane MONTH AV (1) 8.10328 (2) (2) 59613 210

Trichloroethene 0.6 81 -- -- 405 260.9 405 812.5 Hun Hlth Cr DAILY HAX (1 ) 625 (2) (2) 9084 32.0 Perforrroneed

HONTH AV (1 ) 8.10328 (2) (2) 4542 16.0 Based

Vinyl Chloride 0.6 525 -- -- 2625 1690.9 2625 5266.2 Hun KIth Cr DAILY HAX (1) 1250 (2) (2 ) 14194 50.0 Performenced

HaIHK AV (1) 16.2065 (2) (2) 7097 25.0 Based
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l I HIT A T ION 0 E R I V A T ION and PER HiS U H H A R Y T A 8 l E
SAL I II E

1\ C IDS

All lim;'tations are Expressed as Haxinuns Unless Otherwise Noted.
~- - - - - - - - - -- - - - - - - - - -- - - -- -----eUATER ClUAlITY lIHITATION DERIVATlON)-- -- ------ -- -- -- -- ---- ---- -__ >- ~-'-------------------------(PERHIT SUMMARY\---------------------------->-

UATER ClUAllTY CRITERIA UASTE lONG l I HIT S BAS I S EFFLUENT DATA EXISTING DRAFT PERM IT LIMITATIONS
LOAD TERM 08 / 30 / 89 PERHIT

ALlOC. AVG. through lIHITATlONS lIHITATlON BASIS (3)
H~AN AClUATIC LIFE Month! y Dai ly 01/31 / 91

PAR A H E T E R CV HEALTH PROTECTION Average Hax;RlJII load Coneen- Load Cone'en- Load Coneen-
PROT. Acute Chronic trot ion trot Ion trot ion

Ilo/l l10/L ..oIL l10/l l10/l lLQ/L a.Q/t ofdav llolL ofdall ·"/L ' IIldav alo/l
2-chlorophenol 0.6 402 -- '- 2010 1294.7 2010 4032.4 Hlft Hlth Cr DAILY MAX (1 ) 10 (2) (2) -- -- KlNI.TOR ONLY

MONTH AV (1 \ 10 (2) f2.\ -- --
4-Chloro-3-methyl- 0.6 -- -- -- -- -- -- -- NO CRITERIA DAILY HAX (1) 10 (2.) (2.) .. -- KlNITOR ONLY
dlenol MONTH AV C1l 10 e2l f2.l .. --

2..4-Dichlorophenol 0.6 794 -- -- 3970 2557.3 3970 7964.6 Hun Hlth Cr DAILY HAX (1) 10 (2. ) (2.) -- -- KlNITOR ONLY
MONTH AV (1\ 10 (2 \ (21 -. --

2.4-Dimethylphenol 0.6 -- -- -. -- -- -- -- NO CRITERIA DAILY MAX (1) 10 (2) (2 ) 5564 19.8 PerforllBneed
MONTH AV (1 \ 8.86568 f2l (2.\ 2776 9.78 Based

4.6-Dlnltro-O- 0.6 765 -- -- 3825 2463.9 3825 7673.7 Hlft Hlth Cr DAILY MAX (1) -- (2) (2) -- -- HO!IITOR ONLY
Cresol MONTH AV e1\ 1 e2\ f21 -- --
2..4-Dinitroph~01 0.6 14000 -- -. 70000 45090.8 70000 140433.2. Hlft Hlth Cr DAILY MAX (1) 50 (2.) (2 ) -- - - KlNITOR ONLY

MONTH AV e1\ 50 (2) e2. \ -- --
2-Nitroph~01 0.6 -- .- -- -- -- -. -- NO CRITERIA DAILY MAX (1) 10 (2 ) (2 ) -- -- KlNITOR ONLY

MONTH AV (1\ 10 (2) e2.) -- --
4-Nitrophenol 0.6 -- -- -- -- - - -- - - HO CRITERIA DAILY MAX (1) 50 (2) (2) -- -- KlNITOll ONLY

MONTH AV f1\ 50 e2l e2\ -- --
P~tachlorophenol 0.6 8.2 13 7.9 19.5 6.3 9.7 19.5 Acute Crit DAILY MAX (1) 50 (2 ) (2) -- -- KlNITOR ONLY

MONTH AV (1 \ 50 e2\ e2\ -- --
Phenol 0.6 -- -- Hun Hlth Cr DAILY MAX (1) 10 (2) (2) .. -- KlN ITOR ONLY

6 7
1.5x10

7 7 7
f1\ 10 (2\ (2.\4.6x10 2.3xl0 2.3xl0 4.61\10 MONTH AV -- --

2..4.6-Trichloro- 0.6 6.53 -- -- 32.7 21 32_7 65.5 Hun Hlth Cr DAILY MAX (1) 10 (2 ) (2 ) -- - - KlNITOR ONLY

rllenol MONTH AV e1\ 10 e2\ e2\ -- --
2..4.5-Trichloro- 0.6 9790 -- -- 48950 31531.3 48950 98203 Hlft Hlth Cr DAILY MAX (1 ) -- (2 ) (2) -- -- KlNITOR ONLY

menol MONTH AV (1) - - (2\ (2\ -- .-
Parachlorometa 0.6 -- -- -- ......... ........ - --- .. ........ - NO CRITERIA DAILY MAX (1) -- (2) (2) -- -- KlN ITOR ONLY

cresol MONTH AV ell -- (2\ (21 -- --
mg/l: milligrams per liter (parts per million) ~g/L: m;cr.ograms per liter (parts per billion)

el) There is no effluent data for this parameter.
(2) Discharge of this parameter is not authorized by the el\isting permit.
(3) See pages 7 through 16 of the Fact Sheet for a detailed discussion of these par~ters.
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CALCULATION OF LONG TERM AUERAGE

() n2= In [(CU2/n) +1]

n =1 (acute cri teri a)

n =4 (chronic criteria)

Z =2.326 (991. probability)

CALCULATION OF PERMIT LIMITS

PerMit LiMit: LTA · e [(Z<Jn) - (0.5 () n
2)]

(j n2: In [(CU2/n) + 1]

n : nUMber of saMPles per perMit liMit
averaging period

Z : 2. 326 for dai IYMaxiMUM 1iMit

Z : 1. 645 for Monthly average liMit



Scott A. Weiner
Commissioner
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State of New Jersey
DepArtment of Envfronment.aJ Protection And Energy

EnvirorunentaJ Regulation
Wastewater Fadlitles Regulation EJement

CN029
Trenton. NJ 08625-0029 Dennis Hart

Adminisrraror

certified Mail - Return Receipt Requested

Mr. Michael J. Brinker, Executive Director
Joint Meeting of Essex and Union counties
500 South First street
Elizabeth, New Jersey 07202

Re: Request for Information NJPDES/DSW No.NJ0024741

Dear Mr. Brinker:

MAR 101992

As you are aware, the New Jersey Water Pollution Control Act,
(N.J.S.A. 58:10A-7b(3» directs the Department to include in
NJPDES permits issued to POTW's with an approved pretreatment
program effluent limits for all pollutants listed under the
United states Environmental Protection Agency's categorical
Pretreatment Standards, adopted pursuant to 33 U.S.C.,
Section 1317, and such other pollutants for which effluent
limits have been established for a permittee discharging into
said treatment works. The Act further allows the Department
to exclude those pollutants identified above if the POTW
demonstrates to the Department that the pollutant is not
discharged above detectable levels by the POTW.

The Department is currentl¥ evaluating the need for toxics
limitations for your facil~ty and is therefore requesting
that you submit a current list of all categorical standards
appropriate to your industrial users, a copy of the local
limitations currently contained in your rules and regulations
as well as a listing of any additional pollutants for which
your facility has developed limitations for indirect user
permits based upon best professional judgement or any other
basis.

" .
Additionally, your submission should clearly identify and
include a rationale with supporting information, for those
pollutant parameters that you feel should be excluded from
limitation, because you can demonstrate that the¥ are not
dischar~ed above detectable levels from your fac~lity. The
support~ng information should include a com~arison of the
detection levels used for any chemical spec~fic analyses with
the method detection levels listed at 40CFR 136 for the most
sensitive appropriate :methodology for each parameter.

New#fSey b ~ £q..w '?f!POrnmJry I.mpIoyer
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It is requested that this information be submitted within
twenty (20) days of receipt of this letter. .

If you have any questions, please contact Nancy Jones of my
staff at (609) 633-3869.

Very truly yours,~ .

81;c~ ~<-~1
Jeffrey Reading, Chief
Bureau of Municipal Discharge Permits
Wastewater Facilities Regulation Program

cc: Pete Lynch, Metro Region
James Murphy, BPR
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March 26, 1992

Mr. Jeffrey Reading
state of New Jersey
Department of Environmental Protection and Energy
EnviroI1Illental Regulation
Wastewater Facilities Regulation Element
Bureau of Municipal Discharge Permits
CN 029
Trenton, N.J. 08625-0029

Re: NJDEPE's Request for Information
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Dear Mr. Reading:

We are in receipt of your letter dated March 10, 1992 requesting
information on categorical industrial users, local limitations, and
supporting documentation should we desire exclusions for parameters
that are not discharged above detectable levels from the treatment
plant.

Attached to this letter are the following items:

1) Form AR-4 from the 1992 Annual Pretreatment Report. This
form lists the categories in which the Joint Meeting has
categorically regulated industrial users. It is our understanding
that the Pretreatment element will provide your staff with the
regUlated parameters for each of the categorical classifications.

2) Data printouts (by month) for the calender year 1991 of the
Chemical Specific Parameters for the JMEUC effluent.

Due to the voluminous nature of the printouts, we have included
only the data for 1991. Should you require any further back data,
please contact us as the data is available.

Parameters To Be Excluded from Limitations

The Joint Meeting is requesting that the following parameters
be excluded from requiring effluent limitations due to the data
indicating that virtually all samples resulted in "non-detectable"

co. __ - ~ - L. - .' _. ~ _ J....I;II .. ;.oI_ - 1 ;__ ..l lJ;II __ Ll_ oi,. _ 0 __ 11 ParI.- - c::,.. 1-- ,-.., _ e ••__ •• _ 11_. .01 ,,,,__ , r-.. _



~W
oint Meeting of Essex & Union Counties
500 SolIth First Street" Elizabeth" NJ 07202

1·201-353-1313" FAX: 1-201·353-7925

Parameter

Arsenic
Mercury
Antimony
BerylliUlll
Selenium
Thallium
Phenanthrene
Pyrene
Fluorene
Trichlorofluoromethane
Methylene Chloride
Total Volatiles
Total Base Neutrals
Total Acids
Total Pesticides

Detection Limit
(ug/l)

10
2

50
10
10
SO
10
10
10
10

*5-10
10
10
0.OS-0.10

* Please see the information below pertaining to methylene
chloride exclusion.

The detection limits for the "Total" organics segments are typical
of the majority of the compounds found within that segment.
Attached is a copy of the January 1992 report for your perusal of
the detection limits.

Please note that we have inclUded Total Volatiles on this list,
since the only volatile that has shown up has been methylene
chloride (in very minor concentrations). Therefore, should NJDEPE
feel the need to monitor volatile organics, it is requested that it
be limited to methylene chloride.

In fact, we request that the NJDEPE consider whether there is even
a need to work up limits for methylene chloride as many of the
samples were either non-detectable, present in "detected but not
quantified" concentrations (Le. below detectable limits), or
present in quantities in trace concentrations (very close to the
detectable limits).

Should you have any questions or require any further information
regarding this matter, please contact Cathy Pullizzi of my staff.

cc: Cathy PUllizzi, Pretreatment Coordinator
Raymond Papperman, Esq.

c ,.. ., 01"10 ;,., 1 t:::.cl (')r=o",I"'l,,:l -: J-4jllc:irl~ ;llnun...,lnn =M;:mlewood =Millburn =Newark =Roselle Park: South Oranqe : Summit: Union and Wesl Orenqe
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NYTEST ENVIRONMENTAL INC.
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VOLATILE ORGANICS ANALYSIS DATA SHEET

SAMPLE MATRIX: WATER
CONC. LEVEL: LOW

ANALYSIS DATE: 1/13/92

SAMPLE ID~

LAB ID:
DIL FACTOR:
S MOISTURE:NA

UG/L

7616
1090601

1.00

CMPO it CAS MUlber VOLATILE CDolPOJHOS

~
IC-;,O -::: 0

"-;1 cr -:; 0

10.0 U.
10.0 u.
10_0 u.
10.0 U.
1.0 JB

7.0 JB

5.0 U.
5.0 u.
5.0 u.
5.0 u.
2.0 J.

5.0 u.
10.0 U.
5.0 U.
S.O U.

10.0 U.
5.0 u.
5.0 u.
5.0 u. I
5.0 u. I
5.0 u. I
5.0 u. I
5.0 U. I
5.0 u. I
5.0 u. I

10.0 U. I
10.0 U. I
5.0 U. I
5.0 u. I
5.0 u.
5.0 u.
5.0 U.
5.0 U.
5.0 U.

100.0 U.
100.0 U.
10.0U.
10.0 U.
30.0 U.
10.0 U.

1 174-S7-3 I Chloromethlne
2 174-83-9 I Bromomethlne
3 175-01-4 I Vinyl Chloride
, 175-00-3 1 Chloroethlne
5 175-09-2 I Methylene Chloride
6 167-64-1 I 2-Propenone
7 175-15-0 1 Carbon disulfide
B 175-35-4 I 1,1'Dichloroethene
9 175-34-3 I 1, 1-D Ich loroethane

10./540-59-0 1 1,2-Dichloroethene (trlns)
11 167-66-3 I Chloroform
12.1107-06-2 I 1,2-Dichloroethane
13 112-93-3 I 2-Butanone
14 171-SS-6 J 1,1, 1-Trichloroethane
15 156-23-S I Carbon Tetrlchlorlde
16 1108-0S·4 I Vinyl Acetate
17 175-27-4 I Bromodichloranethane
18 178-87-S I 1,2-DIchloropropane .
19 /10061-01-S cis-1,3'Dichloropropene
20 179-01-6 Trichloroethene
21 1'24-4S-1 Dibromoehloranethane
22 179-00-5 1,1,2-Trichloroethane
23 171-43'2 Benzene
24 1'006'-02-6 Trlns-1,3'Dichloropropene
25 175-2S-2 BrOlllOform
26 1108-10-1 4-Methyl'2-Pentlnone
27-1591-7!-6 2'Hexanone
28 1'27-'S-4 Tetrlchloroethene
29 179-34-5 1,1,2,2-Tet"lchloroethlne
30 1'08-88-3 Toluene
31 1'08-90.7 Chlorobenzene
32 1'00-41.4 Ethyl benzene
33 1'00-42-5 Styrene
34 J1330-20-7 I Xylene (totll)
3S 1'07-02-S I Acrolein
36 1'07-'3-1 I Acrylonitrile
37 1"0-75'8 I 2-Chloroethylvinylether
~ I I Dichloroditluoranethane
39 I I Dichlorobenzene (total)
40 1 I Trichloro1luoranethane

41 I I
1 1 ------

(\ .. 111')
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SAMPLE MATRIX: WATER
CONC. LEVEL: L~

EXTRACTIOH DATE: 1/6/92
ANALYSIS DATE: 1/23/92

UG/L

~PO' CAS Nurber BASE NEUTRAL CO'IPCl.1lIDS

SAMPLE 10: 7616
LAB 10: 1090601

OIL FACTOR: 1.00
X HOISTURE: NA

UG/L

OIPD' CAS NurberBASE NEUTRAL/PAH CO'IPOUNDS

1 111-44-4 bisC2'Chloroethyl)ether 10.0 U. I 42 91-20-3 1 Naphthalene I 10.0 U. I

2 541·73·1 1,3 -0 ich l orobenzene 10.0 U. I 43 20S-96.81 Acenaphthylene 1 10.0 U. \

3 106-46'7 1,4-0ichlorobenZene 10.0 U. I " 83-32'9 I Acenaphthene I 10.0 U. I

4 95-50-1 1,2-Dichlorobenzene 10.0 U. 1 45 86-73-7 I Fluorene I 10.0 U. 1

5 108,60-1 bisC2'chloroisopropyl)ether 10.0 U. I 46 85.01.8 , Phenanthrene I 10.0 U. 1

6 621'64-7 N-Nitroso-Oi-n-Propylamine 10.0 U. I 47 120-12.71 Anthracene I 10.0 U. I

7 67-n-l Hexachloroethane 10.0 U. 1 48 206,,,,01 Fluoranthene I 10.0 U. 1

S 98-95·3 Nitrobenzene 10.0 U. I 49 129'00-01 Pyrene I 10.0 U. 1

9 78-59'1 Isophorone 10.0 U. I 50 56-55.3 I BenzoCa)Anthracene I 10.0 U. 1

10 111·91-1 bisC2-chloroethoxy)Methane 10.0 U. I 51 21S·01-91 Chrysene 1 10.0 U. 1

11 120'82-1 1,2,4-TdchlorobenZene 10.0 U. I 52 205'99-21 Benzo(b)Fluoranthene I 10.0 U. I

12 106-47-8 4'Ch loroanil ine 10.0U. I 53 207'OS-91 .enzo(~)Fluoranthene I 10.0 U. 1

13 1 87'68-3 Hexachlorobutadiene 10.0 U. 54 50-32'S I Benzo(a)pyrene 1 10.0 U. 1

i4 1 91-57-6 2'"ethylna~th8lene 10.0 U. 55 193-39-51 IndenoC1,2,3·cd)pyrene 1 10.0U. I

15 I 77-47-4 He~chlor~yclopentadiene 10.0 U. 56 53-70-3 I Oibenz(a,h)Anthracene I 10.0 U. I

16 191-58·7 2-Chloronaphthalene 10.0 U. 57 191'24-21 Benzo(~,h,I)Perylene 1 10.0 U. I

17 I 88-74-4 2-Ni troani l;ne 50.0 U. 58 1 1 I

18 1 131· 11-3 Dimethyl Phthalate 10.0 U. 59 I I I

19 I 99·09·2 3'Ni troani line 50_0 U. 60 I I I

20 I 132-64-9 Dibenzofuran 10.0 U. ACID CCtlPOUNDS I

Z1 I lZ1·14-Z 2,4-Dinitrotoluene 10.0 U. I

ZZ I 606-20-, ,,6'D;nitrotoluene 10.0 U. 61 108-95-'[ Phenol 1 10.0 U_ I

Z3 1 34'66-, Diethylphthalate 10.0 U. 6, 95-57-8 I "Chlorophenol 1 10.0 U. I
24 I 7005-72-3 4-Ct! lorophenyl-phenylether 10.0 U. 63 100.51·61 Benzyl Alcohol 1 10.0 U. I
25 I 100·01-6 4-Nltroanll ine 50.0 U. 64 95-4S-7 I 2'Methylphenol 1 10.0 U. I
26 86-30-6 N-Nitrosodlphenylamine 10.0 U. 65 106·"-514-Methylphenol I 10.0 U. I
27 101'55-3 4-Bromophenyl-phenylether 10.0 U. 66 88-75·5 12·Nitropnenol , 10.0 U. I
28 118·74-1 HexachlorobenZene 10.0 U. 67 105.67-91 2,4·Dlmethylphenol 1 10.0 U. 1

Z9 &Ii-74-2 Di'n-ButYlphthalate 10.0 U. 6S 65-85'0 1 Benzoic Acid I 3.0 J. I
30 85-68-7 Butylbenzylphthalate 10.0 U. 69 120-83-21 2,4-Dichloroph~l 1 10.0 U. ·1

31 91-94-1 3,3"oichloroben:id;ne 20.0 U. I 70 59'50.7 I 4-Chloro-3'Hethylphenol I 10.0 U. 1

3Z 117'81-7 bisCZ'Ethylhexyl)Phthalate . 1.0 J. I 71 88'06·2 I 2,4,6·Trichlorophenol 1 10.0 U. I
33 117'8/.-0 Di-n-CetYl Phthalate 10.0 U. I 72 95-95'4 I 2,4,5'Trichlorophenol I 50.0 U. I
34 6,-75-9 I N·Nitrosodlmethyl8mine 10.0 U. I 73 51-28'5 I 2,"Dinltroph~l I 50.0 U. I
35 62-53-3 I Anil ine 10.0 U. I 74 100-02-71 4'Nitrophenol I 50.0 U.

36 92-87-5 1 Benzidine 80.0 U. I 75 I 534-52-11 4,6-Dinitro-2·Methylphenoll 50.0 U.

37 1 Dioxin CScreen) NO I 76 1 S7-86·5 1 Pentachlorophenol I 50.0 U.

38 I 1,2-Diphenylhydrazine 10.0 U. I n I 1 I
39 1 I 78 I 1 1

40 I I 79 I 1 I
41 I I ao I I I

'1DW r3N L '3'0 7cJ-tu,2 ).rc\d
;- j.{

~
~

OuU13
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TCl PESTICIDE/PCB ORGAWICS ANALYSIS DATA SHEET

1 D-T
NrYEST EWVIRONMEWTAl INC.

7616
1090601

1_00
NA

SAMPLE 10:
LAB SAMPLE 10:

Dil fACTOR:
XMOISTURE:

UG/l

SAMPLE MATRIX: WATER
COHC. LEVEL: LOlJ

EXTRACTION DATE: 1/7/92
ANALYSIS DATE: 1129/92

CMPO 11 CAS NLIl'ber PESTICIDE/PCB COMPOUWO

0.050 u.
. 0_050 u.

0.050 u.
0.050 u.
0.050 u.
0.050 u.
0.050 u.
0.050 u.
0.100 u.
0.100 u_
0.100 u.
0.100 u.
0.100 u.
0.100 U.
0.100 u.
0.100 u.
0.500 u.
0.500 u.
1.000 u.

NA
NA
NA
NA
NA
NA
NA

I Alph.-SHC
I IIt.-IHC
I Delta-IHC
I Gemma-BHCCLlndane)
I Heptachlor
I·Aldrin

Heptachlor Epcxide
EndDsul tan I·
Dieldrin
4,4'-ODE.
Endrin
EndDsul tan I I
4,4-DOO
Endosulfan Sulfate
4,4'-00T
Endrin Ketone
Methoxychlor
Chlordane
Toxaphene
Aroc:lor-1016
Aroclo,.-1221
Aroc:lor-1232
Aroclor-1242
Aroc:lo,.-1248
Aroclo,.-1254
Aroclo,.-1260

1 I 319-S4-6
2 I 319-85-7
3 I 319-86-8
4 I 58-89-9
5 I 76-~-8

6 I 309-00-2
7 I 1024-57-3
8 I 959-96-6
9 60-57-1

10 n-55-9
11 70-20-6
12 33213-65·9
13 n-54-6

14 1031-07-6
15 50-29-3
16 53494-70-5
17 n·43-5
16 57-74-9
19 8001-35-2
20 12674-11-2
21 I 11104-28-2
22 I 11141-16-5

23 I 53469-21-9
24.1 126n-29-6

25 I 11097-69-1
26 I 11096-8'H

1 ~ _

OvU14



40 CFR 414, OCPSF Pollutants
Sample Test Results

Type
pollutant

~ Acenaphthene C
-Benzene G
_Carbon Tetrachloride G
_Chlorobenzene G
_1,2,4-Trichlorobenzene C

Hexachlorobenzene C
- 1, 2-Dichloroethane G
- 1,1, I-Trichloroethane G
- Hexachloroethane C
- 1, l-Dichloroethane G
-1,1,2-Trichloroethane G

- Chloroethane . G
- Chloroform G
, 1, 2-Dichlorobenzene G
/1,3-Dichlorobenzene G
-1,4-Dichlorobenzene G

1,I-Dichloroethylene G
- 1, 2-Trans-

dichloroethylene G
- 1 ,2-Dichloropropane G

1,3-Dichloropropy1ene G
2,4-Dirnethylphenol C

., Ethy1benzene G
.... Fluoranthene C
- Me thy lene Chloride G

Methyl Chloride G
-Hexachlorobutadiene C
- Nnphthalene C
- Ni trobenzene C
-2-Nitrophenol C
- 4-Nitrophenol C
~ 4, 6-Dinitro-o-cresol C
- Phenol C
_ Bis (2-ethylhexyl)

phthalate C
- Di-n-butyl phthalate C

Diethyl phthalate C
-Dimethyl phthalate C
" Anthr acene C
" Fluorene C
- Phenanthrene C
- Pyrene C

Tetrachloroethylene G
-Toluene G

_ Trichloroethylene G
;Vinyl Chloride G
~Total Cyanide G
~ Total Lead C
_ Total Zinc C

pH G

(Dec) (Jan) (Feb)

Federal Limits
Daily / Mtly

Max / Avg
47/19 *

134/57
380/142
380/142
794/196
794/196
574/180
59/22

794/196
59/22

127/32
295/110
325/111
794/196
380/142
380/142

. 60/22

66/25
794/196
794/196

47/19 *
380/142

54/22 *
170/36
295/110
380/142

47/19 *
6,402/2,237

231/65
576/162
277/78
47/19 *

258/95 *
43/20 *

113/46 *
47/19 *
47/19 *
47/19 *
47/19 *
48/20 *

164/52
74/28
69/26

172/97
1,200/420

690/320
2,610/1,050

5.0 S. U. Minimum

G s:: Grab Sample C c Composite Sample * c Remanded

7a. Based on the above, the wastewater discharge:
is in compliance. is not in compliance.
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40 CFR 413 and 433

The term -TTO" shall mean total toxic organics, which is the summa­
tion of all quantifiable .values greater than .01 milligrams per
liter for the following toxic. organics:

Acez:1aphthene
Acrolein
Acrylonitrile
Benzene
Benzidine
Carbon Tetrachloride (tetrachloromethane)
Chlorobenzene
1,2,4-trichlorobenzene
Hexachlorobenzene
1,2,-dichloroethane
l,l,l-trichloroethane
Hexachloroethane-
l,l-dichloroethane
1,1,2-trichloroethane
1,1,2,2-tetrachloroethane
Chloroethane
Bis (2-chloroethyl) ether
2-chloroethyl vinyl ether (mixed)
2-chloronaphthalene
2,4,6-trichlorophenol
Parachlorometa cresol
Isophorone
Chloroform . (trichloromethane)
2-chlorophenol
l,2-dichlorobenzene
l,3-dichlo~obenzene

l,4-dichlorobenzene
3,3-dichlorobenzidine
l,l-dichloroethylene
l,2-trans-dichloroethylene
2,4-dichlorophenol
l,2-dichloropropane (1,3-dichloropropene)
2,4-dimethylphenol
2,4,-dinitrotoluene
2,6-dinitrotoluene
l,2-diphenylhydrazine
Ethylbenzene
fluoranthene
4-~lorophenyl phenyl ether
4-Bromophenyl phenyl ether
Bis (2-chloroisopropyl) ether
Bis (2-chloroetho~y) methane
Methylene Chloride (dichlorornethane)
Methyl Chloride (chloromethane)
Methyl Bromide (bromomethane)
Bromoform (tribromornethane)
Dichlorobrornomethane
Chlorodibrornornethane

-", ~ - - -



Napthalene
Nitrobenzene
2-nitrophenol
4-nitrophenol
2,4-dinitrophenol
4,6-dinitro-o-cresol
N-nitrosodimethylamine
N-nitrosodiphenyJ~mine

N-nitrosodi-n-propylamine
Pentachlorophenol
Phenol
Bis (2-ethylhexyl) phthalate __ . _
Butyl benzyl phthalate
Di-n-butyl phthalate
Di-n-octyl phthalate
Diethyl phthalate
Dimethyl phthalate
1,2-benzanthracene

(benzo (a) anthracene)
Benzo(a)pyrene (3,4-benzopyrene)
3,4-Benzofluoranthene (benzo(b)fluoranthene)J
11,12-Benzofluoranthene (Benzo(k)fluoranthene)
Chrysene
Acenapthylene
Anthracene
1,12-Benzoperylene (BenzO(~hi)perlene)

Fluorene
Phenanthrene
1,2,5,6-Dibenzanthracene (Dibenzo(a,h)anthracene)
Indeno(1,2,3-cd) pyrene (2,3-o-phenlene pyrene)
Pyrene
Tetrachlorpethylene
Toluene
Trichloroethylene
Vinyl chloride (chloroethylene)

Aldrin
Dieldrin
Chlordane (technical mixture and metabolites)
4,4-DDT
4,4-DDE (p,p-DDX)
4,4-DDD (p,p-TDE)
Alpha-endosulfan
BeU-endosulfan
Endosulfan sulfate
Endrin
Endrin aldehyde
Eeptachlor
Eeptachlor epoxide
(BHC-hexachlorocyclohexane)

Alpha-BHC
Beta-BHC
Ganuna-BHC
Delta-BHC



(PCB-polychlorinated biphenyls)
PCB-1242 (Arochlor 1242)
PCB-1254 (Aroch1or 1254)
PCB-1221 (Arochlor 1221) .
PCB-1232 (Aroch1or 1232)
PCB-1248 (Aroch1or 1248)
PCB-1260 (Aroch1or 1260)
PCB 1016 (Aroch1or 1216)

Toxaphene
2,3,7,B-Tetrachlorodibenzo-p-dioxin (TCDD)

Page ~7 of ~9



FIGURI 1

Location of Discharge
Joint Meeting of Essex and Union Counties

-·Waste....ater Treatment Plant
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TABLE III-CSO- 1

OIlNER/OPERATOR eso # CSO LOCATION C 0 0 R 0 IIATERBOOY NAME S-CL

ELizabeth 019 Bridge St, S Bank 403938 74 12 44 ELizabeth River SE3

El izabeth 02D Bridge St, N Bank '. 40393974 12 43 ELizabeth River SE3

ELizabeth 021 State Highway 25 403932 74 1233 Elizabeth River SE3

Elizabeth 022 South St, E Bank 403928 74 1239 ELizabeth River SE3

EI Izabeth 023 South St, II Bank 40392874 12 40 Elizabeth River SE3

Eli zabeth 024 Horwood Terr. 40392574 1240 Elizabeth River SE3

Ell zabeth 025 Montgomery St 403922 74 1240 ELizabeth River SE3

EIIzabeth 026 John Street 4039'5 74 12 33 Elizabeth River SE3

Eli zabeth 027 St.mner Street 403859 74 12 37 Elizabeth River SE3

El i zabeth 028 St.mner StrlH!t 4038 59 74 12 37 ELizabeth River SE3

Eli zabeth 029 Elizabeth Avenue 403839 74 '1 22 Arthur Kill SE3

EIIzabeth 030 E Jersey St 40384774 '1 12 Arthur Kill SE3

Elizabeth 031 Livingston Street 40 38 48 74 11 9 Arthur Ki II SE3

ELizabeth 032 Magnolia Avenue 4038 51 74 1053 Arthur Kill SE3 .'

Eli zabeth 034 Trunbull St 40 39 7 74 10 15 Newark Bay SE3

Eli zabeth 035 Third Avenue 403833 74 11 43 ELizabeth River SE3

Eli zabeth 001 Alina St. No. 1 40 40 49 74 11 3D peripheral Ditch FII2-NT

Eli zabeth 002 Dowd Ave. No. 2 40 40 19 74 11 36 Great Ditch FII2-NT

Eli zabeth 003 lJestfleld Ave No 3 40 40 474 13 15 Elizabeth River FII2-NT - .

Eli zabeth 005 lJestfleld Ave. No. 5 40 40 4 74 13 11 Elizabeth River F1I2- NT .

Elizabeth 006 Crane St. No.6 40 40 1 74 13 9 ELizabeth Ri'ver FII2-NT'

Eli zabeth 007 II. Grant, E. Bank 40 39 58 74 13· 9 Elizabeth River FII2-NT .'

Eli zabeth 008 ·11. Grand, II. Creek 40 39 58 74 13 8 ELizabeth River FII2-NT

Eli zabeth 009 Hurray St., E. Bank 40 39 47 74 13 9 Eli zabeth River FII2-NT

Eli zabeth 01-0 Murray St., II. Bank 40394774 13 10 Elizabeth River FII2-NT .

Eli zabeth 0,.1 Rahway Ave., II. Bank 40 39 41 74 13 6 Elizabeth Ri"ver FII2-NT

£l i zabeth 012 Rahway Ave., E. Bank 40 3941 74 13 4 Elizabeth River HI2-NT ..-

Elizabeth 013 S. of Rahway Ave. 40 39 39 74 13 4 Eli zabeth River FII2-NT

Eli zabeth 014 Broad St., H.~Bank 40393974 1257 Elizabeth River SE3

Elizabeth 015 Broad St., N. Bank 40393974 12 56 Elizabeth River SE3

Eli zabeth 016 Broad St., S. Bank 40393874 12 57 ELizabeth Rfver SE3

£l izabeth 017 Broad St., S. Bank 403938 74 1256 Elizabeth River SE3

El i zabeth 036 Irvington Ave.Dod Ct 4040 15 74 13 12 ELizabeth River SE3

Eli zabeth 037 Bayway 40 38 6 74 11 57 Arthur Kill SE3 -

El izabeth 03~ Trent on Ave, E Bank 4038 50 74 12 18 Elizabeth River SE3

H Izabeth 039 Schiller St. 4039 47 74 12 52 Great Ditch FII2-NT

Eli zabeth 040 Pulaski St. 4038 47 74 12 32 ELizabeth River SE3

ELizabeth 04' Horris Ave. 4040 '0 74 '3 11 Elizabeth River FII2-NT

ELizabeth 042 . Bridge St. 403932 74 1243 Elizabeth River SE3
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STATEMENT OF BASIS/FACT SHEET
Addendum for Residuals Conditions

For NJPDES Permit to Disch~~ge
Into the Waters of the State of New Jersey

I. NAMES AND ADDRESSES:

NJPDES Permit No: NJ0024741

FACILITY TYPE: Wastewater Treatment Plant

FACILITY LOCATION:

Joint Meeting of Essex and Union Counties
500 South First Street
Elizabeth, New jersey 07202

NAME AND ADDRESS OF PERMITTEE:

Joint Meeting of Essex and Union Counties
500 South First Street
Elizabeth, New Jersey 07202

The following shall constitute an addendum to the fact -sheet
and statement of basis regarding issuance of the residuals
conditions in-the Revoke and Reissue Permit to the permittee
above.

II. DESCRIPTION:

The facility currently generates approximately 73(000 dry
lbs/day of sludge at a flow very close to the des~gn flow of
the sewage treatment plant. As defined in the Statewide
Sludge Management Plan, sludge is "the solid residue arid
associated liquid resulting from physical,' chemical or
biological treatment of wastewater in a domestic treatment
works." All sludge produced by the above named permittee is
transported to·Pennsylvania for landfill disposal until a
long-term slUdge management plan is implemented pursuant to
the terms of a Judicial Consent Decree (JCD - civil Action
No. 89-3339 xx-HAA).

Major components of the sludge treatment and dewatering
operation prior to its management consist of the following:

a) Coarse bar and fine screening.

b) Grit settlement and removal.

c) Primary settling.

d) Aeration of activated slUdge.

s
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e) Secondary clarification and chlorination.

f) Gravity and centrifuge thickenirig of primary and
secondary sludges.

g) Anaerohic digestion.

h) Centrifuge dewatering.

The sludge dewatering facilitr also consists of storage
capabilities, lime stabilizat~on processes, filtrate return
systems, compressed air systems and controls and
instrumentation.

III. BASIS FOR PERMIT CONDITIONS

All Residuals Management Conditions have been incorporated
into the draft Revoke and Reissue Permit in accordance with
the requirements of the NJPDES Regulations, N.J.A.C. 7:14A-l
et seq., promulgated pursuant to the authority of the
following applicable acts:

(a) New Jersey "Water Pollution Control Act" and amendments
N.J.S.A. 58:10A-l et seq.

(b) New Jersey "Solid Waste Management Act" and amendments
N.J.S.A."13:1E-l et seq.

In addition, pursuant to the Water Quality Planning Act
(N.J.S.A. 58:11A-l et seq.), the Statewide Sludge Management
Plan and N.J.A.C. 7:14A-3.13 (a}15, the JMEUC submitted a
plan for management of the residuals projected to be produced
at the treatment plant. The Department found said plan to
meet the requirements of the Statewide Sludge Management Plan
on July 12, 1989. Accordingly, the conditions of the
Generator Sludge Management Plan have been incorporated into
the draft Revoke and Reissue Permit. Any sUbsequent
modification to the JCD may necessitate the appropriate
modification(sr to the sludge management plan.

IV. PROCEDURES OF REACHING A FINAL DECISION ON THE PERMIT

The appearance of the pUblic notice in the newspapers marks
the commencement of" the mandatory 30 day comment period
reguired hy section 8.1 of the New Jersey Pollutant Discharge
El~mination System Regulations, N.J.A.C. 7:14A-l ~ seq.
During this time frame, hoth the permittee and concerned
citizens may offer comments concerning the terms and
conditions of this draft permit o~ may request that a non­
adversarial pUblic hearing be conducted whenever the NJDEPE
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determines that there is significant public interest in the
permit decision. All comments must be submitted within the
appropriate time frame and in writing to:

Administrator
New Jersey Department of Environmental Protection and Energy

Wastewater Facilities Regulation Program
CN-029

Trenton, New Jersey 08625

V. DEPE CONTACT

Additional information concerning the residuals conditions of
this permit may be obtained between the hours of 8:30 A.M.
and 4:00 P.M., Monday through Friday from: Marc Kerachsky at
(609) 633-3823.
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Elizabethtown Gas - About Us

~ Elizabethtown Gas
An AGL Resources GQmpBJiY

Page 1 of 1

~" About Us I Careers I Promotions I Natural Gas Safety I Advantages of Natural Gas
l.c In Our Community I Call Before You Dig I Press Room I Rates and Tariff I Site Map

SEARCH

.-JFor Your Hom For Your Business <' or BUilders/Developersa
1-800-492-4009

Natural Gas Leaks, Odors or Emergencies

Our Service Territory.
-'.

Find out where--""
J

w~ serve> ,/

/.~
.f i (

J:
~''.(f )

!J... , i(
! ~/' ~.--;>'

-..(_'~
""_ ,'"""",- 't",

Natural Gas Appliances
Find what you're looking for
here ...it's easy!

About Us
Our Role
Elizabethtown Gas, a subsidiary of AGL Resources, serves more than 260,000 residential,
business and industrial natural gas customers in New Jersey. We serve parts of Union,
Middlesex, Sussex, Warren, Hunterdon, Morris and Mercer counties. Our parent company, AGL
Resources (NYSE:ATG), is positioned to become one of the nation's preeminent distributors of
natural gas.

Our History

1855 Elizabethtown Gas was founded to fuel the 300 gaslights lining the streets of the city now
known as Elizabeth, N.J. For the first century of our existence, Elizabethtown Gas used
coal to manufacture the gas we delivered.

1951 Our company converted to natural gas, which was delivered to New Jersey through a
network of interstate pipelines.

1969 NUl was founded, and Elizabethtown Gas became part of the corporation.
2004 Elizabethtown Gas became a subsidiary of AGL Resources Inc. (NYSE:ATG), an Atlanta­

based energy holding company.
TodayAs part of the AGL Resources family, we constantly strive to provide efficient, economical

and reliable service to our customers.

l'--- ~)

© 2008 Elizabethtown Gas, a subsidiary of AG.lB~SQj,JK~s Inc. All rights reserved.
Ierms_and_CQ!JdHJQ!JSQfUSe IEriv8..Q'.E'.91Lc:y

http://www.elizabethtowngas.com/UniversallAboutUs.aspx
BAC000001

3/6/2008
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For Immediate Release

NUl CORPORATION HOLDS ANNUAL MEETING

RESTRUCTURING PLAN ANNOUNCED

EXHIBIT 99

union, N.J. -- March 14, 1995 -- NUl Corporation (National Utility
Investors; NYSE: NUl) hosted its 141st Annual Meeting of Shareholders
today at the company's Elizabethtown Gas offices in Union, N.J. During
the planned remarks, John Kean, Chairman and Chief Executive Officer of
NUl Corporation, reviewed the company's results during the past year and
highlighted the entrance of "change" and "competition" in the gas
distribution industry, marked by the end of the monopolistic era.

Kean, Jr. Named CEO

John Kean, Jr., 37, who serves as President and Chief Operating
Officer of the multi-state utility was earlier in the day named Chief
Executive Officer, effective April 1, succeeding his father. Mr. Kean,
Jr. was also elected to the NUl Board of Directors. (See related
announcement). During the Annual Meeting, Kean, Jr. outlined the
company's plan to restructure operations and updated shareholders on
cost-cutting and other streamlining efforts, designed to further
strengthen NUl's operating position in the years to come.

Consolidation of Pennsylvania & Southern and City Gas divisions

Mr. Kean, Jr. announced the merger of the company's Pennsylvania &
Southern Gas Company and City Gas Company of Florida divisions to create
a Southern Division and eliminate certain redundancies within the
Corporation. Lyle C. Motley, Jr., 53, currently President of
Pennsylvania & Southern Gas Company, was named President of the Southern
Division, also effective April 1.

The Southern Division will be based in Hialeah, Florida and will
serve the 114,000 customers of City Gas Company of Florida, North
Carolina Gas Service, Elkton Gas Service, Valley Cities Gas Service, and
Waverly Gas Service. The service area will encompass over 1,500 square
miles.

Following the relocation of key personnel and consolidation of
divisional functions, the Sayre, Pennsylvania office, formerly the
corporate offices of Pennsylvania & Southern Gas Company, will be
closed.

Change and Competition

As part of today's meeting, the company featured a series of
displays documenting the changes the gas distribution industry has
undergone over the years. Included in the displays were discussions of
the shift in the regulatory framework, the advent of transportation or
"unbundled" service in New Jersey, and the profound changes affecting
the gas supply component of the industry, as well as features of new NUl
customers.

In his comments, Mr. Kean, Jr. noted, "We are excited and ready to
compete in the new gas marketplace. Operating in one of the first states
to unbundle the commercial market, NUl is provided a unique opportunity

Sequential Page 5 of 6
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to be one of the first utilities in the United States to gain
experiences in this new level of deregulation."

Elizabethtown Gas Company Restructures

Just 2nd

Kean, Jr. also announced the restructuring of the New Jersey
division's operations to facilitate greater operational and customer
service efficiency. Effective April 1, David Vincent, 51, formerly Chief
Financial Officer of NUl Corporation, will join Elizabethtown Gas as
Senior Vice President, to oversee common service functions for NUl,
including Management Information Systems, Marketing support, Risk
Management and Purchasing. Mary Patricia Keefe and Richard O'Neill,
currently Group Vice Presidents of Elizabethtown Gas, were also named
Senior Vice Presidents of Elizabethtown Gas.

Early Retirement Program Results Announced

Kean, Jr. also reviewed the results of the company's early
retirement programs, instituted in the New Jersey and Pennsylvania &
Southern divisions to reduce workforce. The company has achieved its
target of a 10 percent reduction in workforce, including 95 participants
in the early retirement programs. Kean, Jr. announced the company will
take a pre-tax charge of $4.1 million in the second quarter to reflect
costs associated with the program. Going forward, this reduction in
workforce is expected to generate approximately $3.4 million (pre-tax)
in annual savings.

Complementing the company's workforce reduction efforts, Kean
highlighted savings achieved through administrative changes in the
company's health plans and results from the company's renegotiation of
labor contracts in November, which resulted in greater operating
flexibili ty.

Shareholders Approve All Proposals Set Forth by Management

During the Annual Meeting, shareholders approved all proposals set
forth by management.

NUl Corporation (National Utility Investors; NYSE: NUl), based in
Bedminster, N.J., is a multi-state gas utility serving over 347,000
customers in six states. The company's operating divisions include
Elizabethtown Gas· Company, City Gas Company of Florida, North Carolina
Gas Service, Valley Cities Gas Service (PA) , Waverly Gas Service (NY)
and Elkton Gas Service (MD).

###

Contact: Alexandra Pruner
908/719-4222
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8-K 1st Page of ~

UNITED STATES

SECOIUTIES AND EXCIll\NGE COMMISSION

Washington, D.C. 20549

Form 8-K

Current Report

Pursuant to Section 13 or 15(d) of the

Securities Exchange Act of 1934

Date of Report (Date of Earliest Event Reported): March_2,..2001

Commission
Fi~e Number

NfA

Exact Name o£
Registrant as
Speci:fied in its
Charter

Nur Corporation

Nur Utilities, Inc.

State o£
Il1cozporatiol1

New Jersey

New Jersey

IRS E:lz!pl.oyer
Identi:ficatiol1
Namber

22-3708029

22-1869941

Registrant rtJ

Tel.ephol1e Bamber

(9QJ~'> 781-0500

(9.2].) 781-0500

550 Route 202-106, P.O. Box 760, Bedminster, New Jersey, 07291-0760

(Address of both registrants' principal executive offices, including zip code)

NUl Corporation was previously known as "NUl Holding Company"

mJ.J: .tJ'to.ilities '. In",. was previously known as "NQI .(&flJ(),r:i> tion"

(Former name or former address, if changed since last report)

http://www.secinfo.com/drD1f.43d.htm 1/18/2008
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Item 5. Other Events

Effective March lL 2001, NUl Corporation (currently "NUIJl~tJj~ties,__Il'-c;~ ")
was reorganized into a holding company structure pursuant to an Agreement and
Plan of Exchange (the "Exchange Agreement") between NUl Corporation,
subsequently renamed NUl Utilities, Inc. ("NUl"), and NUl Holding Company,
subsequently renamed NUl Corporation ("Holding Company"). The Exchange Agreement
was approved by NUl's shareholders at the Annual Meeting of Shareholders held on
March~~2QQQ. Under the Exchange Agreement, each outstanding share of NUl
common stock was exchanged automatically by operation of law on a
share-for-share basis for Holding Company common stock. Each share of Holding
Company common stock previously issued to NUl was then canceled. This
transaction resulted in NUl becoming a wholly owned subsidiary of Holding
Company.

The Holding Company common shares issued to the NUl shareholders pursuant
to the Exchange Agreement were registered under the Securities Act of 1933
pursuant to Holding Company's Registration Statement on Form S-4 filed with the
Securities and Exchange Commission (the "SEC") (File No. 333-30092) and declared
effective on february ttL10QQ. See the Proxy Statement and Prospectus of NUl
and Holding Company included in the Registration Statement for additional
information.

Pursuant to Rule 12g-(3) (a) under the Securities Exchange Act of 1934, as
amended, (the "Exchange Act ") , Holding Company shares are deemed to be
registered under Section 12(b) of the Exchange Act. The shares have been
approved for listing by the New York Stock Exchange.

As of ~''tE\IGh~.L .2.QQJ, shares of NUl common stock are no longer listed on the
New York Stock Exchange. In addition, NUl is filing a Form 15 with the SEC to
terminate registration under the Exchange Act of shares of its common stock.

In connection with the reorganization, pursuant to the Exchange Agreement,
NUl and Mellon Securities Trust Company ("Mellon") entered into a First
Amendment to the Rights~b~Keement between NUl and Mellon, dated as of february
2(:1, 2.0Q.l ("Amendment"). The Amendment precludes the reorganization from
triggering a distribution of rights under the plan, and provides that the rights
shall expire upon the consummation of the reorganization and is file as an
exhibit to this report.

Item 7. Financial Statements and Exhibits

(c) Exhibits

2 Agreement and Plan
(subsequently renamed
Company (subsequently
lL~Z.QQ1.

of Exchange between NUl Corporation
NUl Utilities, Inc.) and NUl Holding

renamed NUl Corporation) dated as of March

q First Amendment to the Rights Agreement, dated as of No"ernber~.2.JL

19~~ between NUl Corporation and Mellon Securities Trust Company.

http://www.secinfo.com/drD1f.43d.htm 1/18/2008
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrants have duly caused this report to be signed on their behalf by the
undersigned hereunto duly authorized.

NUl CORPORATION

Name: James R. VallHorn
Title: Chief Administrative Officer,

General Counsel and Secretary

By: /s/ Jame.LR.Van Horn

Name: .:rame§_R~ \T"-'LHorn
Title: Chief Administrative Officer,

General Counsel and Secretary

http://www.secinfo.com/drD1f.43d.htm 1/18/2008
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~ Agreement and Plan of Exchange between Nur Corporation (subsequently
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renamed Nur Corporation) dated as of ~E£~Q~~Q1.

First Amendment to the !\liIhts_l\.g!C.~e.r:n~!lt, dated as of November ~J~~;;
between Nur Corporation and Mellon Securities Trust Company.

http://www.secinfo.com/drD1f.43d.htm 1/18/2008



S;EC Info - Nui Corp - 8-K - For 3/2/01

Dates Referenced Herein and Documents Incorporated By Reference

Page 6 of6

This 8-K Filing

Filed On / Filed As Of / For The Period Ended

Referenced-On Page
Date First Last Other Filings

....
11/28/95 2 1 a-K
2/11100 2
3/27/00 2
2/26/01 2
3/1/01 2 '1
3/2/01 1 3

Copyright © 2008 Fran Finnegan & Company All Rights Reserved.
}1IIj1Wsedlifg·com - Fri, 18 Jan 2008 15:32:06.1 GMT - HWgJ Sf.C1JJjQ

http://www.secinfo.com/drDlf.43d.htm 1/18/2008



8pC Info - Nui Corp - 8-K - For 3/2/01 - EX-2

SEC Info Home Search MyInterests HclQ Sjgn In Please Sign In

~!J,j CJU"R . 8-K •For 3/2/01 . EX-2

Filed On 3/2/01 5:07pm ET . SEC File l-!L83~3 . Accession Number 898080-1-98

in this filing. Show docs searched and every "hif'.
- ------ - ----- ---

Wildcards: ? (any letter), * (many). Logic: for Docs: & (and), I (or); forText: I (l!!!y~~'h.e-,e), "(&)" (near).

As/For/On Docs:Pqs

Page 1 of5

8-K{5,7} 3:10

Current Report . Form 8-K
Filing Table of Contents

Description

1: 8-K
2: EX-g
3: E_X-=c..4c

Current Report
Exchange Agreement.
Rights Plan Amendment 1

EX-2 . Exchange Agreement

4
4±
2±

16K
18K
12K

http://www.secinfo.comldrD1f.43d.d.htm 1/18/2008



S;EC Info - Nui Corp - 8-K - For 3/2/01 - EX-2 Page 2 of5

EX-2 1st "Page" of 2 Previous Just 1st

AGREEMENT AND PLAN OF EXCHANGE

This AGREEMENT AND PLAN OF EXCHANGE (this "Agreement ") , dated as of l-ia.1:9l!
~~200l, is between NUl CORPORATION, a New Jersey corporation (the "Company"),
th~_company whose shares will be acquired pursuant to the Exchange described
herein, and NUl Holding Company, a New Jersey corporation ("NUI Holding Co. "),
the acquiring company. The Company and NUl Holding Co. are hereinafter referred
to, collectively, as the "Companies."

WITNESSETH:

WHEREAS, the authorized capital stock of th~ Company consists of (a)
30,000,000 shares of Common Stock, without par value ("Company Common Stock"),
of which 13,122,429 shares are issued and outstanding, and (b) 5,000,000 shares
of Preferred Stock, par value, of which no shares are issued and outstanding;
the number of shares of Company Common Stock being subject to increase to the
extent that shares reserved for issuance are issued prior to the Effective Time,
as hereinafter defined;

WHEREAS, NUl Holding Co. is a wholly owned subsidiary of the Company with
authorized capital stock consisting of (a) 30 million shares of Common Stock,
without par value ("NUI Holding Co. Common Stock"), of which 100 shares are
issued and outstanding and owned of record by the CompaQY and (b) 5 million
shares of Preferred Stock, without par value ("NUI Holding Co. Preferred
Stock"), of which no shares are issued and outstanding;

WHEREAS, the Boards of Directors of the respective Companies deem it
desirable and in the best interests of the Companies and the shareholders of the
Company that each share of Company Common Stock be exchanged for a share of NUl
Holding Co. Common Stock with the result that NUl Holding Co. becomes the owner
of all outstanding Company Common Stock and that each holder of Company Common
Stock becomes the owner of an equal number of shares of NUl Holding Co. Common
Stock, all on the terms and conditions hereinafter set forth; and

WHEREAS, the Boards of Directors of the Companies have each approved and
adopted this Agreement and the Board of Directors of t~~~~om~ has recommended
that its shareholders approve this Agreement pursuant to the New Jersey Business
Corporation Act (the "Act") and the shareholders have approved this Agreement;

WHEREAS, the parties hereto agree that at the Effective Time (as
hereinafter defined) each share of Company Common Stock issued and outstanding
immediately prior to the Effective Time will be exchanged for one share of NUl
Holding Co. Common Stock (the "Exchange");

WHEREAS, for U.S. federal income tax purposes, it is intended that the
Exchange will constitute a transaction described in section 351 of the Internal
Revenue Code of 1986, as amended (the "Code);

NOW, THEREFORE, in consideration of the premises,
covenants and conditions hereafter contained in this
agree as follows:

ARTICLE I

and of the agreements,
Agreement, the parties

This Agreement was approved by the shareholders of the Company entitled to
vote with respect thereto for approval as provided by the Act.

ARTICLE II

Subject to the satisfaction of the terms and conditions set forth in this
Agreement and to the provisions of Article VI, NUl Holding Co. agrees to file
with the Secretary of State of the State of New Jersey (the "Secretary of
State") a Certificate of Share Exchange (the "Certificate") with respect to the
Exchange, and the Exchange shall take effect upon the effective date as
specified in the Certificate (the "Effective Time").

ARTICLE III

A. At the Effective Time:

(1) each share of Company Common Stock issued and outstanding immediately
prior to the Effective Time shall be automatically exchanged for one share of
NUl Holding Co. Common Stock, which shares shall thereupon be fully paid and
non-assessable;

(2) NUl Holding Co. shall acquire and become the owner and holder of each
issued and outstanding share of Company Common Stock so exchanged;

(3) each share of NUl Holding Co. Common Stock issued and outstanding
immediately prior to the Effective Time shall be canceled and shall thereupon
constitute an authorized and unissued share of NUl Holding Co. Common Stock;

(4) each share of Company Common Stock held under NUl's Dividend
Reinvestment and Common Stock Purchase Plan, 1988 Stock Plan, 1996 Stock Option
and Stock Award Plan, 1996 Employee Stock Purchase Plan and 1996 Director Stock
Purchase Plan (including fractional and uncertificated shares) immediately prior
to the Effective Time shall be automatically exchanged for a like number of

http://www.secinfo.com/drD1f.43d.d.htm 1/18/2008
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shares
Common
Common
Plan,
as the

(including fractional and uncertificated shares) of NUl Holding Co.
Stock, which shares shall be held under NUl's Dividend Reinvestment and
Stock Purchase Plan, 1988 Stock Plan, 1996 Stock Option and Stock Award
1996 Employee Stock Purchase Plan and 1996 Director Stock Purchase Plan,
case may be; and

(5) the former owners of Company Common Stock shall be entitled only to
receive shares of NUl Holding Co. Common Stock as provided herein.

B. As of the Effective Time, NUl Holding Co. shall succeed to the Dividend
Reinvestment and Common Stock Purchase Plan as in effect immediately prior to
the Effective Time, and the Dividend Reinvestment and Stock Purchase Plan shall
be appropriately amended to provide for the issuance and delivery of NUl Holding
Co. Common Stock on and after the Effective Time.

C. As of the Effective Time, the 1988 Stock Plan, 1996 Stock Option and
Stock Award Plan, 1996 Employee Stock Purchase Plan and 1996 Director Stock
Purchase Plan shall be appropriately amended to provide for the issuance and
delivery of NUl Holding Co. Common Stock on and after the Effective Time.

ARTICLE IV

The filing of the Certificate with the Secretary
consummation of the Exchange are subject to the satisfaction
conditions precedent:

of State and the
of the following

(I) the approval for listing, upon official notice of issuance, by the New
York Stock Exchange, of NUl Holding Co. Common Stock to be issued and reserved
for issuance pursuant to the Exchange;

(2) the receipt of such orders, authorizations, approvals or waivers from
the New Jersey Board of Public Utilities, the Florida Public Service Commission,
the North Carolina Utilities Commission, the Maryland Public Service Commission,
the New York Public Service Commission, the Pennsylvania Public Utility
Commission and all other regulatory bodies, boards or agencies as are required
in connection with the Exchange, which orders, authorizations, approvals or
waivers remain in full force and effect and do not include, in the sale judgment
of the Board of Directors of the ComB~, unacceptable conditions; and

(3) the receipt by the Company of a tax opinion of LeBoeuf, Lamb, Greene &
MacRae L. L. P. ("LeBoeuf") satisfactory to the Board of Directors of J:hEL COml'aDY
to the effect that the Exchange will be treated as a transaction described in
Section 351 of the Code. In rendering such opinion, LeBoeuf shall be entitled to
rely upon customary assumptions and representations of th~__ Company and NUl
Holding Company that are in form and substance reasonably satisfactory to
LeBoeuf.

ARTICLE V

Following the Effective Time, each outstanding certificate which,
immediately prior to the Effective Time, represented Company Common Stock shall
be deemed and treated for all corporate purposes to represent the ownership of
the same number of shares of NUl Holding Co. Common Stock. The holders of
Company Common Stock at the Effective Time shall have no right to have their
shares of Company Common Stock transferred on the stock transfer books of the
Company, and such stock transfer books shall be deemed to be closed for this
purpose at the Effective Time.

ARTICLE VI

This Agreement may be amended, modified or supplemented, or compliance with
any provision or condition hereof may be waived, at any time, by the mutual
consent of the Boards of Directors of the Company and of NUl Holding Co.;
provided, however, that no such amendment, modification, supplement or waiver
shall be made or effected, if such amendment, modification, supplement or waiver
would, in the judgment of the Board of Directors of the_Comp~~, materially and
adversely affect the shareholders of 1;:b~CoITlQ'illY.

Notwithstanding shareholder approval of this Agreement, this Agreement may
be terminated and the Exchange and related transactions abandoned at any time
prior to the time the Certificate is filed with the Secretary of State, if the
Board of Directors of t0~~oml'aDY determines, in its sale discretion, that
consummation of the Exchange would be inadvisable or not in the best interests
of 1;:b~~Qm2Any or its shareholders.

http://www.secinfo.com/drD1f.43d.d.htm 1/18/2008
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IN WITNESS WHEREOF, each of th~ CQmpan~ and NUl Holding Co., pursuant to
authorization and approval given by its Board of Directors, has caused this
Agreement to be executed as of the date first above written.

NOI CORPORATION

Name:
Title:

.:Tohn _Kea.t1,,,TL
President

NOI BOLDING COMPANY

http://www.secinfo.com/drD1f.43d.d.htm

Name:
Title:

JohnL~a.ll, .:TL
President
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AnN: jbenthin@intell-group.com

BUSINESS SUMMARY

NUl CORPORATION
(SUBSIDIARY OF AGL RESOURCES INC, ATLANTA, GA)

550 Route 202-206
Bedminster, NJ 07921

Rating Change

Report Printed: NOV 302007
In Date

!D&B's Credit Limit Recommendation
I D&B's industry and risk-based limit gUidance
[ :
i ~ Learn More ;. View Now !
L._". ._" ,_~ ,~.~,.,,. __~_<__• ._. •__._•••• , • _,__• ,_~._. _." J

Our information indicates this business is no longer active at this location. If you have reason to believe this business
is currently operating, please call our Customer Service Center at the phone number listed below to request an
investigation.

This is a headquarters (subsidiary) location.
Branch(es) or division(s) exist.

D-U-N-S Number: 06-015-2233

Mailing
address:

Web site:

Telephone:

Chief
executive:

Employs:

History:
SIC:

Line of
business:

PO Box 760
Bedminster, NJ 07921

www.aglresources.com

NONE

PAULA G ROSPUT, CHB-PRES-CEO+

960

CLEAR
4932

Natural gas distribution & other
combined servies

D&B Rating: NQ
Formerly
1R3

In 2004, AGL repaid $500 million outstanding under NUl's credit facility. Upon the repayment of the outstanding
amounts, AGL terminated NUl's credit facility.

SPECIAL EVENTS

02/23/2006
BUSINESS DISCONTINUED: NUl Corporation (NUl) was acqUired by AGL Resources Inc, Atlanta, GA on November
30, 2004 for approximately $825 million, including the assumption of $709 million in debt. In 2005, AGL consolidated
a number of NUl's business technology platforms into its enterprise-wide systems, including the accounting, payroll,
human resources and supply chain functions. AGL also consolidated the former NUl utility call center operations into
its own centralized call center. The combination of systems integration and the application of its operational model to
managing NUl has resulted in significant improvements in its operations, as measured by the various metrics used to
manage its business.

BAC000004
https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2151.3373892826.tng.print.htm?printPrompt...l1/30/2007
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All future inquiries should be directed to AGL Resources Inc, DUNS #93-395-6211.

SUMMARY ANALYSIS

D&B Rating:NQ

The NQ rating stands for Not Quoted. This is generally assigned when a business has been confirmed as no longer
active at the location, or when D&B is unable to confirm active operations. It may also appear on some branch
reports, when the branch is located in the same city as the headquarters. For more information, see the D&B Rating
Key.

CUSTOMER SERVICE

If you have questions about this report, please call our Customer Resource Center at 1.800.234.3867 from anywhere
within the U.S. If you are outside the U.S. contact your local D&B office.

*** Additional Decision Support Available ***

Additional D&B products, monitoring services and specialized investigations are available to help you evaluate this
company or its industry. Call Dun & Bradstreet's Customer Resource Center at 1.800.234.3867 from anywhere within
the U.S. or visit our website at www.dnb.com.

CORPORATE FAMILY

Click below to buy a Business Information Report on that family member.
For an expanded, more current corporate family view, use D&B's Global Family Linkage product.

Page 2 of 5

Parent:
Agi Resources Inc.

BUSINESS REGISTRATION

Atlanta, GA DUNS # ~:l~395-6211

CORPORATE AND BUSINESS REGISTRATIONS PROVIDED BY MANAGEMENT OR OTHER SOURCE

The Corporate Details provided below may have been submitted by the management of the subject business and may
not have been verified with the government agency which records such data.

Registered Name:

Business type:

Corporation type:

Date incorporated:

State of incorporation:

Filing date:

Status:

Where filed:

SIC & NAICS

NUl Corporation

CORPORATION

PROFIT

FEB 03 2000

NEW JERSEY

FEB 03 2000

ACTIVE

DEPT OF STATE, TRENTON, NJ

SIC:

Based on information in our file, D&B has assigned this
company an extended 8-digit SIC. D&B's use of 8-digit
SICs enables us to be more specific to a company's
operations than if we use the standard 4-digit code.

The 4-digit SIC numbers link to the description on the
Occupational Safety & Health Administration (OSHA)

NAICS:
221210 Natural Gas Distribution

https://www.dnb.com/delivery/25/254716/254716.BlRHQ.2151.3373892826.tng.print.htrn?printPrornpt...11/30/2007
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- Web site. Links open in a new browser window.

Page 3 of 5

49320000

PAYMENTS

Gas and other services combined

D&B has not received a sufficient sample of payment experiences to establish a PAYDEX score.

D&B receives nearly 400 million payment experiences each year. We enter these new and updated experiences into
D&B Reports as this information is received. At this time, none of those experiences relate to this company.

BANKING & FINANCE

D&B has researched this company and found no information available at this time.

PUBLIC FILINGS

The following Public Filing data is for information purposes only and is not the official record. Certified copies can only
be obtained from the official source.

SUITS

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Suit amount:
Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Suit amount:
Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Settled
L 00154905
ELISA TAVAREZ
NUl CORPORATION AND OTHERS
CONTRACT
MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ

08/25/2006
02/25/2005
11/27/2006

$118,674
Pending
L 00159204
LAWRENCE PARK INDUSTRIAL
NUl CORPORATION
CONTRACT
SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ

10/28/2004
10/28/2004
04/26/2005

Change of venue granted
L 00130004
GREEN MEADOWS PARTNERS
NUl CORPORATION AND OTHERS
SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ

10/28/2004
09/02/2004
01/04/2006

$4,568
Dismissal with prejudice
DC-000669-2004
SEYFARTH SHAW
NUl CORPORATION
CONTRC-REG
SOMERSET COUNTY SPECIAL CIVIL/SMALL CLAIMS COURT, SOMERVILLE, NJ

https://www.dnb.com/deliveryI251254716/254716.BIRHQ.2151.3373892826.tng.print.htm?printPrompt...11/30/2007
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Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

04/29/2004
02/09/2004
11/22/2004

Pending
L 000721 04
RIDGEWOOD CORPORATION
1\1 U I CORPORATION AND OTHERS
TORT - OTHER
MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ

02/03/2004
02/03/2004
12/14/2005

Dismissed
L 00680403
SMITH LAUNDERETTE INC
NUl CORPORATION AND OTHERS
TORT - OTHER
MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ

10/21/2005
09/11/2003
05/30/2006

Settled
L 00113703
JOCELYN STAEBLER
NUl CORPORATION AND OTHERS
CONTRACT - EMPLOYMENT
SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ

03/28/2006
08/18/2003
04/24/2006

Dismissed
L 00377003
HARTFORD INS COMPANYMIDWEST
NUl CORPORATION AND OTHERS
TORT - OTHER
MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ

10/20/2005
05/19/2003
05/30/2006

Dismissed
L 00049503
BUYERZONE COM
NUl CORPORATION AND OTHERS
BOOK ACCOUNT
SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ

09/15/2003
04/10/2003
03/16/2006

If it is indicated that there are defendants other than the report subject, the lawsuit may be an action to clear title to
property and does not necessarily imply a claim for money against the subject.

UCC FILINGS

Collateral:
Type:
Sec. party:

All Assets
Original
FLEET NATIONAL BANK, BOSTON, MA

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2151.3373892826.tng.print.htm?printPrompt...11/30/2007
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··Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:

Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:
Assignee:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

NUl CORPORATION
22649508
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

10/28/2004
12/02/2004

Account(s) and proceeds
Original
CREDIT SUISSE FIRST BOSTON, ACTING THROUGH ITS CAYMAN ISLANDS
BRANCH, AS COLLATERAL AGENT, NEW YORK, NY
NUl CORPORATION
21904738
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

11/25/2003
12/15/2003

Leased Assets - Leased Business machinery/equipment
Original
CANON FINANCIAL SERVICES, INC., MT. LAUREL, NJ
NUl CORPORATION and OTHERS
21229343
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

09/18/2002
10/23/2002

Leased Computer equipment and proceeds
Original
LONGSHORE SYSTEMS, INC., WESTPORT, CT
RELATIONAL, LLC, ROLLING MEADOWS, IL
NUl CORPORATION, UNION, NJ
22508423
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

08/04/2004
08/24/2004

Leased Equipment
Original
ICX CORPORATION, CLEVELAND, OH
NUl CORPORATION
21050053
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

OS/28/2002
06/20/2002

Leased Equipment
Original
ICX CORPORATION, CLEVELAND, OH
NUl CORPORATION, INC.
20911195
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

03/07/2002
04/01/2002

The public record items contained in this report may have been paid, terminated, vacated or released prior to the
date this report was printed.

Copyright 2007 Dun & Bradstreet - Provided under contract for the exclusive use of subscriber 263725069L

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2151.3373892826.tng.print.htm?printPrornpt...11/30/2007
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AGL Resources - Investor Relations - Quick Facts

~ AGL Resources
.~ Annual Reports .;:. Email Alerts .~ Events .) Contact Us

Visit Our Websites ISEARCH I •

Page 1 of 2

About Us Investor RelatIons . Corporate Governance Commumty Relations Press Room Careers

AGL Resources
We are a Fortune 1000 energy services holding company whose principal business is the distribution of natural gas
in six states - Florida, Georgia, Maryland, New Jersey, Tennessee and Virginia. Our utilities serve more than 2.2
million customers, making us ti,e largest natural gas distributor in the Southeast and mid-Atlantic regions. based on
customer count.

We are also inVOlved in various related businesses, including retail natural gas marketing to end-use customers in
Georgia; natural gas asset management and related logistics activities for our own utilities as well as for other non­
affiliated companies; natural gas storage arbitrage and related activities: operation of high-deliverability underground
natural gas storage assets. and construction and operation of telecommunications conduit and fiber infrastructure
within selected metropolitan areas.

II Investor Rolatlons
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., Presentations
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., Press Releases

., Analyst Coverage
and Estimates

., GAAP Reconciliation
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Quick Facts

Company Profile

Headquarters: Atlanta
Employees: 2,385
Customers Served: 2.2 million
Ticker Symbol: ATG (NYSE)
Newspaper Listing: AGL Res

NYSE: ATG $37.08 +0.14
Nov 302007 10:50AM ET

Our business is organized into four operating segments:

Distribution Operations

• Natural gas local distribution companies construct, manage and maintain natural gas pipelines and
distribution facilities in six states. Our distribution companies include: Atlanta Gas Light. Challanooga
Gas, Elizabethtown Gas. Elkton Gas, Florida City Gas and Virginia Natural Gas

Retail Energy Operations

• SouthStar Energy Services - Energy retail marketing company (a joint venture 70 percent owned by AGL
Resources and 30 percent by Piedmont Natural Gas Co.) Markets natural gas and related services on an
unregulated basis. principally to more than 530,000 customers in Georgia under the brand name
Georgia Natural Gas

Wholesale Energy Services

• Wholly owned subsidiary Sequent Energy Management is involved in asset optimization, transportation,
storage, producer and peaking services and wholesale marketing.

Energy Investments

• Pivotal Jefferson Island Storage & Hub - Wholly owned subsidiary operates a high-deliverability salt­
dome natural gas storage cavern in Louisiana, apprOXimately 10 miles from the Henry Hub.

• AGL Networks - Wholly owned subsidiary designs, builds and manages dark fiber optic networks in Atlanta
and Phoenix, offering cuslomers "iast mile" connectivity between telecommunication service providers and
business customers.

• Pivotal Propane of Virginia - Wholly owned subsidiary that serves the natural gas peaking needs of
customers in our Virginia Natural Gas service area.

Executive Team

Name

John W. Somerhalder II

Bryan Batson

Jeffrey P. Brown

Ralph Cleveland

Andrew W. Evans

Jodi Gidley

Dana A. Grams

Kristin R. Kirkconnell

Ronald L. Lepionka

Hank L1nginfelter

http://www.aglr.com/investor/facts.aspx

Title

Chairman, President and Cilief Executive Officer

Senior VP, External Affairs

VP and Associate General Counsel

Senior VP, Engineering and Operations

Exec. VP. Chief Financial Officer

Senior VP, Mid-Atlantic Operations and President. Elizabethtown Gas. Elkton Gas
and Virginia Natural Gas

President. Pivotal Energy Development

SVP, Informalion Services and Technology

VP. Chief Auditor

Executive Vice President. Utility Operations

BAC000005
11/30/2007
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Kevin P. Madden

Melanie M. Platt

Douglas N. Schantz

Bryan E. Seas, CPA

Paul R. Shlanta

Suzanne Sitherwood

Brett Stovern

., AGL Resources A!-A-Glance ., Fac! Sheet ., Site Map ., Legal

http://www.aglr.com/investor/facts.aspx

Exec. VP, External Affairs

Senior VP, Human Resources and President. AGL Resources Foundation

President, Sequent Energy Management

VP, Controller and Chief Accounting Officer

Exec. VP. General Counsel and Chief E1I1ics and Compliance Officer

Senior VP, Sou1l1ern Operations and President, Atlanta Gas Light & Chattanooga
Gas

Vice President and Treasurer

Back to Top

© 2007 AGL ResOlirces Inc. All Righ!s ReselVed.

W
2007 Web Awards - Stanejal'd of Excellence ~

2007 W3 Awards - Silver Award Winner~

Page 2 of 2
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Our focus on finding every opportunity to reduce costs while

improving operations has made AGL Resources one of the

most efficient natural gas distributors in the country. In a difficult

business environment that included high gas costs and the linger­

ing effects of hurricanes, AGL Resources has had remarkable

success at controlling costs. Now we're turning that kind of

attention to the other side of the ledger.

In 2007, we're looking to increase our customer base by 1.2%.

That may seem a small aspiration, but with more than 2.2 million

customers the results will be substantial. Every new customer we

add or retain represents potential profit. Maintaining our focus on

controlling costs means this new revenue will flow to the bottom line.

P 3



AGL ROSOlll'CeS 111C, / 2006 Annual Report John W. Jones
Executive Vice President

Tivoli Prope,ties, Irlc,
Atlanta, Georgia



» "They cail it a vertical main for a vertical neighborhood. I call it a money saver

that adds sizzle to our condominiums. There me some 7,000 muiti-fmlllly units coming

on the market irl Atlallta this year. So when AGL Resources came to me with the idea

of running gas lines vertically inside the core of our building, I was all for it. Now I can

easily and inexpensively offer amenities like gas fireplaces. tankless water heatel's and

gas cooking to add value to my units. That's what my customers want, so it's what

I need," said John W. Jones, executive vice president of Tivoli Properties.



}) "i was eight months pregnant when Hurricane Wilma hit. We lost power for

two weeks. As mayor of Hialeah, my husband works vvhellever there is an emergency.

and I don't know wilen he'll be horne. I\low that we've installed a natural gas-powered

generator, I feel safer when I'm alone with my children. I know that if we lose power our

security system will still work, we'll have hot water and lights, and I can stay informed

by listening to the TV or raello," said Raiza Robaina. Connecting three families like

tile Robainas per business day may seem like a small accomplishment. But if these

families see that conllection as a lifeline, we just might have customers for life.



Raiza Robaina
Customer, Florida City Gas
Hialeah, Florida

AGL Rosources Ino, 2006 Annual Report



AGL Resources 111C.! 2006 Annual Report James H 5. weeney
Senior Vice PEner I resident

KGen POW:'}' Management
vi Manageillellt
Houston, Texas



» ';Sequent En.ergy Management deiivers. I<Gen Power Managemellt owns a

power' plant in Dalton, Georgia. We selected Sequent to provide the natural gas our

plant runs on because they were the only one of several bidders to offer a custom-fit

solution under a pricing structure that fit our needs. Their flexibility was key. When

there al'e supply or deliverability constraints, Sequent finds ways to address them.

They go the extra mile when we need it the most, offenng immediate support

when the unexpected happens. Because Sequent kept meeting our needs during

the hun'icanes of 2005. KGen continued to supply Georgia Power with electricity,

which was critical for its customers," said James H. Svveeney of KGen.
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}) To Our Shareholders

When I joined the company a year ago, many people asked

what major changes I planned to make to the company's

operations and strategic direction. Whdt I found WdS a com­

pany with an exceptionally strong leadership team, d sound

business strategy, and a solid track record of perfol'mance

and execution-essentially, a company that didn't need

major, sweeping changes.

Our portfolio contains a good mix of businesses, with earn­

ings balanced between our re~Julated andnomegulated

operations. Ournonutility companies complement our core

regulated utility franchises, providing effective diversification

for our earnings. Together, our businesses helped us achieve

another year of record results in 2006: earnings of $2,73 per

share, a 9% increase over tile previous year, Our utility busi­

nesses did a great job reducing expenses, but were chal­

lenged from a margin perspective by unprecedented warm

weather, Our nonutility businesses turned in strong financidl

performances-fuliher demonstrating how investors benefit

from our diversified participdtion in key segments of the

natural gas value chain,

Our 2006 emnings clearly illustrate that our current strategy

creates shat'eholder value willie meetlllg the needs of cus­

tomei'S, We continue to stl"8rlgthen our balance sheet and cash

flow generation, Tllis provides the financial flexibility to reward

shareholders, As evidence of our success, the Board voted to

increase the dividend by 11 % ill January 2007, to an anllual

level of $1 ,64 per share Throughout 2006, our stock price hit

several all-time highs and finished the year' nem those record

levels, This shows investors have confidence in our ability to

execute on our strategy,

p,10

Although I do not expec1 major strategic changes, we will

continue to adapt to market clynamics alld serve our wowing

customer base, We will increasingly sweat the small stuff, Some­

times the best paybacks come from what seem like smaller

opportunities, A few minutes saved here and there can lead to

substantial savings across the company when multiplying the

incremental value by 2,2 million customers, While we remain

committed to growing our business through strategic and

reasonably priced acquisitions, we are equally committed to

finding Ilew ways to add revenue directly to the bottom line.

On the following pages, key leaders of our company discuss

various business challenges, We have a proven record of qual­

ity executioll and we continue to focus on delivering the value

that you, our sflC1l'eholders, have come to expect,

lVIanagement changes, paliiculmly at the top, can be unsettling

to some investors-especially when a company has a history

of strong leadership and stability, I am fortunate to have joined

a compally where nearly all of the leadership team remains

illtact and focused on prodUcing results, We have one of the

most dedicated and capable workforces anywhere in the country,

We have the right people-executing the right strategy-to

help us build on Hle company's historical success, We intend

to continue to be an excellent steward of youl' Investment in

AGL Resources, Tllank you for your confidellce,

//-'''---'\

/ ! 'c (77() / "
1'"Q...r....)·----e::;~·~::::>-c_

i
John W.Somerhalder II

President and Chief Executive Officer

February 12, 2007



}) Questions and Answers

What is your assessment of the company's performance

in 2006 and its prospects for 2007 and beyond?

~ SOMERHALDER » We overcame several challenges in 2006 to

produce strong earnings results and to position the company

well for future growth. Our distribution business performed

very well in the face of margin pressure caused by the warmest

weathel" on record and customer conservation. By focusing

on controlling operation and maintenance costs at each utility,

we offset lower operating margins alld actually grew earnings

in tile distrirJution business, protectin~J our custoillel' COUllt

through strong mmketing efforts. Our retail marketillg business

provided stable yet stmng earnings and began expanding ItS

busilless model into other deregulating markets. Our wholesale

business had an exceptional year, driven by volatility in the

natul'al gas markets alKI a growing customer base. We clearly

did not make as much progress on our natural gas storage

strategy as I would have liked, primarily because the state of

Louisiana challenged our rnineral lease and delayed expansiol1

of t~le Jefferson Island storage facility. We will continue work­

ing toward a settlement to enable that project to move forwmcl;

in the meantime, we ~lave announced the development of a

significallt storage project III Texas that will be an important

part of our portfolio. Takel1 collectively, all of tllese efforts posi­

tion us well for 2007 and the years ahead in terms of growing

earnings and providing value to our shal"eholders.

With the successful integration of the NUl utility assets,

will Distribution Operations focus on acquiring additional

utility assets or on organic growth from existing franchises?

• M,<,RTINEZ» We will continue to be opportunistic around

acquisitions that fit our business model, particularly now

that we call integrate utilities into our unified technology

AGL Rcsources Inc. 2006 Annual Report

platfmms, rapidly achieving the associated cost savings to

benefit shareholders. We also will take advantage of organic

growth possibilities through continued customer "win-back"

and conversion efforts begun In 2006. You've read about our

successes: converting nongas customers in New Jersey;

building customer retention and new-customer loyalty with gas

generators in our hUITicane-threatened territories; and opening

new prospects In high-rise construction in Georgia. These are

growth opportunities that travel well to other markets. We've

always had new-customer wowtll. but this growth has been

offset by customer turn-offs due to redevelopment or reloca"

iion. Our goal is io decrease these losses and capture a larger

percentage of new-customer growth through our expanded

marketing efforts. Retaining customers and growing the num­

ber of customers on existing mains is less costly than adding

new customers through illvestments in infrastructure.

Warmer-than-normal weather and the resulting lower

customer usage had a significant impact on utility

earnings in 2006. How did this affect AGL Resources?

• M"RTINEZ» Our eal"nlngs were affected, but the impact was

limitecJ to about 1 pel"ceni of our reported operating margin.

Regulatory mechanisms help us mitigate a substantial portion

of the weather impact for the majority of our customers. We have

weaHler-normalization adjustments approved in our New Jersey.

Virginia and Tennessee jurisdictions, which offset most. but

IlOt all. of the impact of wanner weather. In Georgia, our Imgest

service mea, we have essentially decoupled (or separated) tile

fixed costs of operating the gas distributioll system from tile cost

the customer pays for the gas itself. The bottom line is weathel'

definitely Impacts our operating mmgin, but we will continue

to pursue ways to substantially mitigate our weather risk.

p,11



AGL R8sources Ilic. / 2006 Annual Report

7 2006 AGL Resources Policy Committee

• Andrew W. Evans , R. Eric Martinez, Jr.

[xecl.,ti'Jo Vice rrnsici8l1t, EX8Cl;ti"/8 Vice ProsiClent.

Cilier Fin8ncicll Officc:;r Uti lit\; Operaliolls

Sequent has been a critical part of the company's

growth strategy for several years. Will you continue

to grow in terms of size (relative to the overall com­

pany), assets under management and geographic

market reach?

" SCH.~NTZ" Sequellt expects to contribute 10% to 15% of

AGL Resources' allilual EBIT in a norrnal year. We will con­

tinue in that range, except in periods of dramatic market

volatility. We have several illitiatives to build customer relation­

ships, broacJen our cclpabilitles ancl expand into oHler attractive

geographic mmkets. Last year we made significant asset

management transactions ill the northwestem United States,

providing us an entry pOint Into the Canadian gas market as

well. And during 2006, we signed several asset management

agr-eernents to serve a growing customer base in the eastem

United States. We also added Gulf Coast salt cavem storage

capacity and west-to-east transportation capacity to serve

customers in our largest market. Greater transportation and

storage capacity is the key to gaining the flexibilit'y needed

to serve more markets and expand our scope of business.

including value-added services to small- and mid-cap

producers in moving their gas into the marketplace.

What opportunities do you see to expand in the natural

gas storage market, particularly in the Gulf Coast?

• MADDEN" We believe the announced capacity of incremental

storage could more than double and still not meet anticipated

demand. The additioll of rapid-cycle, high-deliverability storage

lags behilld growtll of tile overall gas market.

The need for storage is largely dl'iven by incl8asing demcllld for

natural gas-fimd electricity generation. According to tile Energy

Information Administration, peak electric demand in the United

States is projected to increase 30% to 40% over the next five

p. 12

years. Most of this demand will be filled by natural gas-fired

generation. Other factol's driVing the need for storage include

the shift in domestic production from Gulf of Mexico wells to

the Rockies and central United States: expected increases in

liquefied natural ~Ias (LNG) deliveries: anel the growing Ileed

for "peaking gas" to support the nation's economy through

extreme weather.

AGL Resources is well positlorled, through Pivotal Energy

Development, to continue to acquire and build rapid-cycle,

high-deliverability storage facilities. Jefferson Island is the only

storage faCility connected directly to tile Henry Hub. Our Golden

Triangle Storage development proJer::t, announced in Decem­

ber 2006, is well positioned to meet the needs created by

imported LNG. We continue to seek opportunities to grow

strategically in the natural gas storage market.

In recent years, we've seen a dramatic improvement in

the company's balance sheet strength and its cash flow

generation. What does the cash flow picture look like

in 2007 and beyond? In terms of deploying free cash,

should investors expect to see higher dividends, share

repurchases or reinvestment in the business?

9 EVANS» We expect to generate funds from opemtions In

excess of capital expenditures over the next few years. Our

balance sheet strengtll and improved cash flow generation

have provided us the flexibility to reward shareholders thl'Ough

a combination of dividend growth. sham repurchases and

investment in business growth. We have increased our divi­

dend five times over the last four years, and OUI' last increase

sigllaled to the market that we are migrating toward a divl­

delld Pi.\YOUt ratio comparable to the average of our peer

group of r::ompanies. lIVe implemented a share repurchase

progralTI ill 2006, primarily to offset the clilutive effect of
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share issuances e8ch year under our long-term incentive and

director compensation plans, We 81so continue to remvest

caplt81 in the business when we Idelltify projects that offel

returns in excess of our cost of capital and support our strst­

egy for long-term growth,

SouthStar has consistently performed well and con­

tributed significantly to AGL Resources' earnings growth.

Are there any plans to grow SouthStar's market share or
geographic reach?

• EV.~i'iS" SouthStar has contributed on average about 15%

of OUI' 8nllLiai EBIT over the past few yeal's The business has

been remarkably st8ble and successful in a deregulated mar­

ket, pl'imarily through effiCient management pmctices and a

highly effective marketing strategy, We opel'ate the business

in conjunction with a very good partner, Piedmont Natural Gas,

and our focus has been to market SoutllStar's services to a

quality customer IJase in terms of credit profile and natural gas

usa~Je patterns, while keeping bad debt expense (as a pel'­

cent of total revenue) as low as possible. SouthStar's focus

on a hl(:lhly tal'geted and selective market has helpecl maintain

a stable market sllare in Georgia of about 35%. which we do

not expect will change materially in the near future. The mal

opportunity is to export the successful model we have built in

Georgia to othel' markets th8t are in the early stages of natural

gas cJeregul8tlon. as we have done recently by movin~J into the

Ohio and Flmida markets. We also are explorillg opportunities

to expand SouthStar's retail focus to include a larger portion of

the commel'cial and industrial market that might bellefit from

our services.

We continue to hear media reports about corporate

governance issues such as stock-option backdating,

and the costs of Sarbanes-Oxley compliance.

Have any of these issues changed the way you think
about corporate governance and compliance issues?

f) SHLAiHA" We have strong policies and procedures In place

to help ensum that tile problems that have occurred at other

companies do not occur here, For example, a 2006 review of

our stock-option granting practices confirmed that our program

has been implemented consistently with no procedural irregu­

larities-and no backdating issues. To continue to enhance our

culture of compliclllce, we are using ongoing training programs

to make ethical. compliant behavior second nature to every

employee. That's tile best way to keep these types of issues

from harming our company and our sharellolders,

Are you seeing any signs of a "war for talent" as compa­

nies compete for a diminishing pool of skilled employees?

~ PLATT" We're working proactively to ellsure AGL Resources

h8s a diverse pool of talented, skilled employees for our future

needs. In our utilities, we are workin(:1 with trade and tecllnical

colleges and university engineering programs to identify

potential employees already trained in safety, reliability and

technical issues. To meet expanding competition and maintain

our low-risk business model. Sequent is working with universi­

ties and aggressively recruiting experienced personnel by

offenng a holistic compensation package with the flexible,

portable benefits that younger workers demand,

To attract and retain the best employees, we must offer com­

petitive benefits, an oppOl'tullity to grow professiolli111y and

develop a cal'eer, a wmk/life balance, and recognition for high

perfmmance and comillunity service, Our business goals align

with our community service, and both are supported by OUI'

social responsibility values and the "generosity of spil'it" that

is part of OUI' employee culture, (For more on our community

service and corporate giving, please tum to P8ge 119,)
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Financial Charts
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Glossary of Key Terms

Atlanta Gas Light" Atlanta Gas Ligllt Comp,lny

AGL Capital" AGL Capital Corporation

A.GL Netwml{s " AGL Networks, LLC

Bet " Billion cubic feet

Chattanooga Gas" Crklttanooga Gas CompallY

Credit Facility )~ Credit agreenlent supporting our coryltnerC!8!

papel· program

Deregulation Act)) 1997 Natural Gas Competition und Deregula­

tion Act

Dominion Ohio ;) Dominion East of OhiO, a Clevelancl, OlllO based

natural gas company; a subsidiary of Dominion Resources, Inc,

EBIT " Earnings before interest and taxes, a rlClll-GAAP measure

tllat illcludes operating income, other income, equity in SOUH1­

Sta(s income, Ininority interest ill SouthStar's earnings, donations

and gain on sales of assets and excludes interest and tax expense:

as an indicator of our operating performance, EBIT shoulel not be

considered un alternative to, or more meaningful than, operatillg

income or net income as determined irl accordance with GAAP

Energy Act» Energy Policy Act of 2005

ERC » Enviromnental remediation costs

FASB » Financial Accounting Standards Board

FERC » Federal Energy Regulatory Commission

Florida Commission» Florida Public Service Cornmission

GA.AP » Accounting pnl\ciples gerlerally accepted in the United

States of America

GeNgia Comnlissicn » Georgia Public Service Commission

LNG» Liquefied natural gas

LOCOM " Lower of weighted average cost or current market price

Maryland Commission» Mary!and Public Service Commission

Markete,·s " Mar'keters selling retail I\iltura! gas in Georgia and

certificated by the Georgia Commission

AGL Resources Inc / 2006Annual Report

Medium-term not9s " Notes issued by Atlanta Gas Light with

scheduled maturities between 2012 and 2027 bearing interest

rates ranging from 6.6% to 9.1 [YO

MGP )) Mallufactured gas plarlt

~~ew Jersey Commission ,; New Jersey Board of Public Utilities

NYMEX)) New York Mercantile Exchange, Inc.

OCi }} OHlel' compreiler\sive irlcome

Operating margin» A non-GAAP measure of income, calculated

as revenues minus cost of gas, that excludes operation and main­

tenance expense, depreciation anel amortizatioll, tdxes other

thEm income taxes, alld the gC.Jin or loss on tile sale of our assets:

these items are included in our calculation of operating income

as reflected in our statements of consolidateel income Operating

margill should not be considerecl an alternative to, or more mean­

ingful tl'lan, operating income or net il\COll1e as determined ir\

accol'dance with GAAP

Jefferson Island}} Jefferson Island Storage & Hub, LLC

Piedmont}} Piedmollt Natural Gas

Pivotal Propane» Pivotal Propane of Virginia, Inc.

Pivotal Utility}} Pivotal Utility Holdings, Inc., doirlg busil·less as

Elizabethtown Gas, Elkton Gas and Florida City Gas

PGA " Purchased gas adjustment

PRP » Pipeline replacement program

SEC}} Securities and ExcllEmge CommiSSion

Sequent;) Sequent Energy IVlanagelnellt, L.P.

SFAS }} Stiltement of Financiill Accounting Standards

SouthStar" SouthStar· Energy Services LLC

Tennessee Cornmissioll }} Tennessee Regulatory ,i,-uthcrity

Virginia Natural Gas» Virginia NaturEl1 Gas, Inc.

Virginia Commission}} Virginia State Corporation COlnmission
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Referenced Accounting Standards

APB 25 » APB Opinion No. 25. "Accounting for Stock Issued to

Employees"

EITF 98-10 » Emerging Issues Task Force iEITF} Issue No. 98-10.

"Accounting for Contmcts Involved in Energy Traclil1g ancl Risk

Management Activities"

EITF 99-02 » EITF Issue No. 99-02, "Accounting for Weathel'
Derivatives .,

EITF 02-03 )} EITF Issue No. 02-03, ;'Issues Involved in Accounting

for Contracts under EITF Issue 1\10. 98-10, 'Accounting for Con­

tmcts IllVolved in Energy Tmding and Risk Management Activities'"

EITF 06-3 » EITF Issue No. 06-3, "How Taxes Collected from

Customers and Remitted to Governmental Authorities Should be

Pr8ser1tedrn the Income Statements"

FiN 46 & FIN 46R )} FASB lrlterpretation No. (FIN) 46, "Consolida­

tion of Variable Interest Entities"

FIN 47 » FII\I 47, "Accounting for Conditional Asset Retirement

Obligations, an interpretation of FASB Statement No, 143"

FIN 48 » FIN 48, "Accounting for Uncertainty in Income Taxes, an

interpretation of SFAS Statement r~o. 109"

SFAS 5 » Statement of Financial Accounting Standards (SFAS)

No.5, "ACCouI1tlnrj for Contingencies"

SFAS 13 » SFAS No 13, "Accounting for Leases"

SFAS 71 » SFAS No. 71, "Accounting for tile Effects of Certain

Types of Regulation"

P 20

SFAS 87 » SFAS No. 87, "Employel's' Accounting for Pensions"

SFAS 106» SFAS No, 106, "Employers' ACCOUl1til1g for Postretire­

Illent Bel1efits Other Than Pensions"

SF,l\S 109» SFAS No, 10cJ, "Accounting for 111come Taxes"

SFAS '123 & SFAS 123R » SFAS No. 123, "Accounting for Stock­

Basecl Compensation"

SFAS 13'1 " SFAS No. 131, "Disclosures about Segments of an

Enterprise and Related Information"

SFAS 133 " SFAS No. 133, ''Accounting for Derivative Instruments

and Hedging Activities"

SFAS 141 » SFAS No, 141, ;'Business Combinations"

SFAS 142 » SFAS No, 142, "Goodwi!land Other Intangible Assets"

SF,Il,S 148 » SFAS NO.1 118, "Accounting for Stock-Based Com­

per1sation - TI'al'Isitiol1 and Disclosure"

SFf\S 149 » SFAS No 1/19, "Amendment of Statement 133 on

Derivative Instruments alld Hedging Activities"

SFAS 154 » SFAS No. 154, "Accountln\j Changes and Error

Corrections"

SFAS 157 » SFAS No, 157, "Fair Value Measuremel1ts'

SFAS 158 " SFAS No. 158, "Employers' Accounting for Defined

Benefit Pension ane! Other Postretirement Plans"



Part I

Item 1 " Business

Nature of Our Business

Unless the context requires otherWise, references to "we," "us,"

"our," the "company," and "AGL Resources" are intended to mean

consolidated AGL Resources Inc, and its subsidiaries,

We are a Fortune 1000 enerrJY services holding company

whose pnllcipal business is tile elistnbutlon of natural gas in six

states - Florida, Georgia, Marylane!, New Jersey, Tennessee anel

Virginia, We generate nearly all our operating revenues through the

sale, elistributiOl1, transportation and storage of natural gas, Our six

utilities serve more than 2,2 million end-use customers, making

us the largest distributor of natural gas in the southeastem and

micl-Atlantic regions of the Uniteel States based on customer

count. We are involved in several related ancl cornplementary

businesses, illclueling retail natural gas marketing to emj,use

custmnels prilnarily in Georgia; n8tul'a! gas asset management

aneJ related logistics activities for eacfl of our utilities as well as for

nOllaffiliclteel cornpallies: natural gas storage arbitrage and related

activities; and the development and operation of hlgh-deliverability

natural gas storage assets, We also own ane] operate a small

telecommunications bUSiness thai constl'ucts and operates con­

duit anel fiber infl'astructUI"e within select metl'Opolitan areas,

We manage these businesses tl'lrough fOUl' operating seg­

ments, as described below, ,mel a nonoperating corporate segment,

Distribution Operations" The distnbutioll operations segment is

the lal'gest COlllponent of our business and includes utilities in six

states-Florida, Georgia, Marylal'ld, l\Jew Jersey, Tennessee and

Virginia, Tl'lese utilities are subject to regulation alld oversight by

state agencies in each state tllat we serve, These agencies

approve natuml gas riltes designeel to provide us the opportunity

to generate revenues to I'ecover Hle cost of natlll'al gas delivered

to our customers and our fixed al'ld val'iat)le costs such as elepre­

ciation, intel'est, maintenance and overhead costs, These agen­

cies also al'e charged wiHI establishing mecha'-lisms by which our

utilities car', eam a reasclilable return for our sharello!elers,

With the exceptiol'l of our Atlantil Gas Light Company

(Atlallta Gas Light) subSidiary In Georgia, earnings in our Distribu­

tion OperiltiollS segment carl be affected by customer consump­

tion patterl',s tllat are a function of weather conelitions and price

!evels fOl' natural gas, Atlantcl Gas Light charges rates to its

AGL Resources Inc. /2006 Annual Report

customers primarily as monthly fixeel charges. Our non-Georgia

JUrisdICtions have various regulatory med1anisms to provide us

wiH1 a reasonable opportullity to recover our costs, but they are

not direct offsets to the potential impacts on eamings of weatller

and custorner consumption,

Retail Energy Operations" Our retail enel'gy operations segment

consists of SouthStar Ellergy Services LLC (SouthStal'l. tile largest

marketer of natural gas in Georgia, SouthStar's operations also are

sellsitive to customer consumption p8ttems similar to tl10se affect­

ing our utility operatiOl'1s_ SouthStar uses a variety at hedging

strategies, such as futures, options, swaps, weather derivative

instruments and other nsk marugement tools, to mitigate the

poterltlal effect of these issues on its operations.

Wholesale Services» Our wholesale services segment, which

consists of Sequent Energy Management L,P, (Sequent), takes

advantage of 8rbitrage oppol1unities Within the gas supply, stol-age

and tr8nsportation markets to rJenerate eamings, and its profit8bil­

Ity IS con'elated to volatility III tllese markets, Market volatility

results from a number of factors, such 8.S weatller fluctuations or

the change in supply of, or demand for, natural gas in different

regions of the country, Sequent seeks to capture value from the

price cllsparity among geographic locations alld various tl111e hori­

zons cr-eated by this vo!atility, In cloing so Sequent also seeks to

mitigate the I'isks associated with this volatility allel protect its nlar­

gin through a \/ariety of risk mallagernent and hedging activities,

Energy Investments» Our energy investmellts segment includes

a number of IJusinesses that are related and complementary to oLir

primary business, The most significant of these businesses is OLlI'

niltuml gas stO(8ge busilless. Wllich develops, acquires and oper­

ates Iligh-deliverability salt-elome storage assets in tile Gu!f Coast

region of tile Unlteel States, While thiS bUSiness also can generate

ilcldltional revenue during times of peilk market demanel for natural

rps storage services, the majority of our storage services are cov­

ered uncler rnediurn- to long-tenn contracts at a fixed market rate,

For additional information orl our segments, see Item 7.

"Mallc1gerne!lt's Discussiorl and Analysis of Financial Condition and

Results of Operations" under the caption "Results of Operations"

and Note 11, "Seg11l811t Information," set fOl1h in Item 8, "Financial

Statements and Supplementary Data," Operating revellues, oper­

atillg margin aneJ earlwlgs before interest al-Id taxes (EBIT) for each

p,21
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of our segments are preserlted in the following table for the yeal"s

ended December 31, 200C-), 2005 and 2004.

2006
Distribution operations

Retail energy operations

Wholesale services

Energy illvestments

Cor[)Clr?te'

Consolidatecl

2005

Distnbution opel"ations

Retail energy operations

Wholesale services

Energy investments

Corporate'

Consolidated

200~

Distribution operations

Retail energy operations

Wholesale services

Enel"gy investmellts

Corporate"

Consolidated

In 2006. we derived approximately 80°;0 of our EBIT from our

regUlated natuml gas distribution business ancl the sale of natural

gas to end-use customers primarily In Georgia through SouthStar,

TillS statistic is Significant because it represents tile portion of our

earnings that directly results from the underlying business of sup­

plying mtural gas to retail customers, Although SouthStar IS not

subject to the same regulatory framework as our utilities, it is an

integral part of tile retail framework for prOViding gas service to

end-use customers in the state of Georgia.

The remaining 20% of our EBIT was pnnclpally denved frol11

bUSinesses that are complementary to our natural gas distribution

business, We engage ill natural gas asset management and the

operation of hlgh-deliverabllity natural gas undergl"ound storage as

allcillary activities to our utility francllises, These businesses allow

us to be opportunistic in capturing incremental value at the whole­

sale level, provide us Wlt!l deepened business insight about natu­

ral gus market dynamiCs anel facilitute our ability, In the case of

p.22

asset management, to provide transparency to regulators as to

how that value Cal"1 be captured to bemefit our utility customers

througl"1 profit-sharing arrangements. Given the volatile alld chang­

ing nature of the Iltltural gas resource base in North "",,mel"ica and

globally, we believe that participatiUlI in these relclted businesses

strengthens our busll"less

Natural Gas Demand

Dunn~J 2006 we expenellced a decline In per-housel"mld nutural

gas use, resulting In operating margin erosion. This declil"le was

largely due to warmel" weatller-which was Oil avemge 14%

warmer than in the prim year based on heating degree clays -al'ld

hlghel"-than-histoncal natural gas prices. The higher natural gas

prices resulted 11"1 an average 3~ % increase in our l"esicJential

customers' natural gas bills, The higllel" prices were pnmarily the

result of market concerns about the sufficiency of the supply of

natul"al gas due to cJisruptimls In the availability of natural gas

supplies causecJ by hurricanes Kcltrilla and Rita In 2005. Addition­

ally, our underlying business of supplying natural gas to retail

customers continues to be negatively impacted by the addition of

newer, more energy-efficient housing and efficiency improve­

ments in natural gas appliances Tile decline in natural gas usage

has been somewl"lat offset by the growing trend towarcl large:'

homes that require mor"e energy to heat despite the use of more

efficient clpplicmces,

In 2006, these factors contributed to lower volumes of natu­

ral gas c.Jeliveries to our customers as a result of customer COllser­

vation fl"Ol1I the combincltion of both warmer weather and the

reactiml to the high prices for natural gas The higher natured gas

prices also resulted In higher bacl debt expense, These factors

negatively affected our EBIT

~Iatural gas prices as of Jal"luary 1, 2007 'ivere approxi­

mately /1 /1'}c lower than the same date in 2006 and are expected

to be lower duril"lg the rerllaillder of tile current heating season

\Jarluary-Mal"ch), To the extent tl1ese lower natural gas prices

are reflectec.J in lower natural gas prices to our customers, the

impact of conservation experiel1ced during the prior heating

seas 011 Inay be lessened Additionally, trle lower prices could

result In a return to normalized consumption and a return to nor­

malized bad debt expellse. If this occurs, vve would expect that

our operating margins and EBIT would be pOSitively impacted

relative to wilat we experienced in the November 2005 througll

Mal"ell 2006 Ileatlng seaSOll,



Seasonality

The opemting revenues and EBIT of our distribution opemtions,

retuil energy operations and wholesale services segments are sea­

sonal. During the heating seaSOll, natural ~Jas usage and operating

revellues are generally higher because more customers are con­

necteel to our dlstnbutlon systems and Ilatural gas usage IS higher

In periods of colder weather than In periods of warmer weathel',

Approximutely 66% of these segments' operating revenues and

68% of these segments' EBIT for the year ended December 31,

2006 were generated during tl'le five-month heating season and

are reflecteel in our statements of consolidated income for the

quarters ended March 31, 2006, alld December 31. 2006, Our

base operatirlg expellses. excluding cost of gas, interest expense

and certaill incentive compensation costs, al'e irlcurrecJ relatively

equally over any given year. Thus, our operatillg results vary signif­

iCcmtly from quarter to quarter as a result of seasonality. Se8sonal­

ity also affects the comparison of celiain balallce sheet items such

as receivables, ul'lbilled I'evenue, inventories and short-term debt

across quarters However, these items are compmable when

reviewing OUI' allrlual results.

,!\.vai iable Information

Detailed information about us is contained In our annual repmts on

Form 10-K, qU8Jterly reports on Form 10-0, current reports on

Form 8-K, proxy statements and otller reports, and amendments

to those reports, that we file With or furnish to the Secunties and

Exchallge COllllllission (SEC). These reports are aV8ilabie free of

charge at OUI' website, wWIN.8glresoul'ces.cOrTl, as SOOl'j as rea­

son8iJly practicable after we electrorlically file such reports with or

furnish such reports to the SEC. We will fUl'nish copies of such

reports free of charge upon writ1en request to our Irwestor Rela­

tions depal'tment. You call contact our Investor Relations depal't­

ment at:

AGL Resources Inc.

Investor Relations - Dept. 107 1

PO, Box 4569

Atlanta, GA 30309-4569

404-584-3801

In Part III of this Fonn 10-K, we il'lcorporate by refel'ence

certain information from our Proxy Statement for our 2007 armual

rneeting of shareholders. We expect to file that Proxy Statemerlt

with the SEC on or about March 19. 2007 anel "'Ie wil! promptly

make it available on our webSite. Please refer to the Pl'Oxy State­

ment when it is available.
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Additionally our corporate governance gUidelines, code of

etllics. code of bUSiness cOllduct and the charters of each of our

Board of Directors committees are available on our website, We

will fum ish copies of such information free of chmge upon wrrtten

request to our Investor Relations department.

item 1a " Risk Factors

Cautionary Statement Regarding

Forward-looking Statements

Certain expectatlolls and projections regarding OUI' future perform­

ance referellceel in thiS report, in other materi81s we file with the

SEC or otllerwise release to the public, and on our webSite are

forward-looking statements. Senior officers may also make verlJal

st8tements to analysts, investors, r'egulators, tile media and others

that are fOlward-looking. FOlward-looklng statements involve mat­

ter's tllat are not histOrical facts, such as statements in Item 7,

"Manugement's DISCUSSion und Analysis of Financial Condition

and Results of Operations" 8nd elsewhere regarding our future

operations, prospects, strategies, finallcia! conditiOI'I, economic

performallce (including growth and earnillgsl, industry conditions

cllld demand for our products and services, We have tried, when­

ever possible. to identify these statements by using words SUCll

as "anticipate," "assume." "belleve," "can," "could," "estlmate,"

"expect," "forecast," "future" "goal," "indicate," "intend," "may"

"outlook," "plclll," "potential," 'predict." "project," "seek," "should,"

"target," "will." "would" arid Similar expressions.

You are cautioned not to place undue reliance 011 our

forward-looking statements. Our forward-looking st8temellts are

not guarantees of future perfonnance alxi are based Oil currently

available competitive, financial anel economic data along wiHl our

operating plcms. While we believe trlat our expectations for tl'le

future are r'easonable in view of the currently availarJle information.

our expectations are subject to future events, I'isks and inhel'ent

uncertainties, as well as potentially inaccurate assumptions, alld

there are Ilurnerous factors-many beyond our COlltrol-that could

cause results to cliffer' sigrlificantly from our expectatiolls. Suerl

events, risks and LII"lceriailltles Include, but are not limited to those

set forth below alld in the other documents that we file with the

SEC We note the.se factol's for investol's as permitted by the

Private SeCLll'ities Litigatiol'j Refol'm Act of 1995 Tilere also may

l)e other factors that we carlnot allticipate or that are not

elescl'ibed ill this report, gerlemlly because we do not perceive

them to be material, Ulat coulcJ calise results to differ significantly

from our expectiJtions,
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FOIWiXd-looking statements are only as of the date they are

made, aile] we do not undertake any obligatioll to update these

statemel'lts to reflect subsequent circumstances or events. You are

advised, however, to review any further disclosures we make on

related subjects ill our Form 10-0 and Form 8-K reports to the SEC,

Risks Related to QUI' Business

Risks related to the regulation of our busin8sses couid affect

the rates we are abie to charge, our costs and our profitalJiiity,

QUI' businesses are subject to regulation by fedel',lI, state and local

regulatory authontles, In particular, at the federal level OUI distribu­

tion businesses are regulated by the Federal Energy Regulatory

Commissioll (FERC) under tile Energy Policy Act of 2005 (Energy

Act), At the state level, our distribution businesses are regulated by

tile Georgia Public Service Commission (Georgia Commission),

the Tei"Hlessee Regulatory Authol'ity (Tenllessee Commission), the

New Jersey Board of Public Utilities (New Jersey Cornrnission),

the Flol"icia Public Service Commission (Florida Commissioll), the

Virginia State Corporation Commission (Virginia Commissiorl) Wid

the Maryland Public Service Commission (Marylalld CommiSSion)

These autllorities regulate many aspects of our distribution opera­

tions, including cor!structlon and rnaintenance of facilities, opera­

tions, safety, rates that we charge customers, rates of return, tile

autl'lorized cost of capital, recovery of pipeline I'eplacemellt and

environmental remediatiorl costs, relationships with our affiliates,

and carrying costs we cllarge marketers selling retail rlatul'2ll gas in

Georgia and certificated by tile Georgia Commissioll (Marketers)

for gas held in storage for their customer aCCOUl'lts, QUI' ability to

obtain rate inueases and rate supplemellts to maintain our currel'lt

rates of return depends on regulatory discretion, an,j there can

be no assurance that we will be able to obtain rate increases or

rate supplelllel'lts or cOl'ltinue receiving OUI' curr'ently autllorized

rates of retum,

Deregulation in tlie natural gas industry is the separation of

tile pmvision and pricing of local dlstrirXltiOl1 gas services into dis­

crete COITiPOI'18I'ltS. Deregulation typically focuses orl the separation

of the gas distribution business fmm Hle gas sales business and is

intended to cause the opening of the formel'ly regulated sales busi­

Iless to alternative unregulated suppiiers of gas sales selVlces,

In 1997, the Geol'gia legislature enacted the Natural Gas

Competition and Deregulation Act (Deregulation Act), To elate,

Georgia IS the only state ill the nation that has fully elere\Julated gas

distribution operations, vvhlch ultlillately resulted in Atlallta Gas

Ligllt eXiting the retail natural gas sales bUSiness willie I'8talnlng

ItS gas distribution operations, Marl<eters then assullleci tile retail

gas sales responsibility at deregulated prrces, The deregulation
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pl'ocess required Atlanta Gas Light to completely reorganize its

operations and personnel at slgllificant expellse, It is possible that

the legislature could revel'se tl'le cleregulation process and require

or permit Atlanta Gas Light to provide retail gas sales service once

again or requil'e our retail ellel'gy operations segmellt, SouthStar,

to change Hle Ilature of how it provicies Il8tul'al gas to certai'l cus­

tomers 11'1 additioll, the Georgia Commission has statutory author­

ity 01'1 all ernergellcy basis to ordel' Atlanta Gas Light to temporarily

provide the sanle I'etail gas service tllat it provided prior to deregu­

latim!. If al'IY of these events were to occur, we would incur costs

to reverse tl'le I'estructurillg process or potelltially lose the earnings

opportunity embedded within Hie current marketing framework,

FUl1herrllore, the Georgia Cornrnission has authority to cliClI'Ige the

terms ullder which we charge Mal'keters for cel1ain supply-related

services, \Nhicll could also affect our future earnings,

A significant portion of our accounts receivable are subject to

collection risks, due in part to a cOllcentration of credit risk in

Georgia and at Sequent.

We have an accounts receival'Jle collectioll risk in Georgia due to a

concerltratiOl1 of credit risk related to the proviSion of Ilatural gas

services to Mal'keters, At September 30, 1998 (prior to deregula­

tiOII), Atlanta Gas Light hacJ approxilnately 1,5 million end-use

customel's in Georgia, in contrast, at December 31, 2006, Atlemta

Gas Light hacl only 11 certificated and active Mal'keters in Georgia,

foul' of which (based on customer count and illcluding SouthStal')

accounted for approximately 36% of our consolidated operating

margin for 2006 As a result, Atlal'lta Gas Light now depends 011 a

corlcentrated number of customers for revenues The f,lilure of

thes8 Marketers to pay Atlanta GelS Light could adversely affect

Atlmlta Gas Light's business and results of operations and expose

it to difficulties in collectillg ,Atlanta Gas Li~lllt'S accounts I'8ceiv­

able The provisions of Atlallta Gas Light's tariff allow it to obtaill

security suppol'! in elil amount equai to a mirlirmllTl of two times a

Marketers Ili911est IllOllth's estimated bill, Additionally, SoutllStar

markets directly to erlu-use customel's and has penodlcally expe­

nencecl credit losses as a result of severe cold weather or Iligil

prices for natural gas tilat increase customers' bills and, conse­

quently, impair a customers' ability to pay,

Sequent oftell extends nedit to ItS counterpartles, Despite

perfor:lllllg credit amlyses pnor to extending creellt and seeking

to effectuate netting agreements, Sequent IS exposed to tne risk

that It may not be able to collect amounts owed to It. If the coun­

terpal'ty to such a transactloll fails to perfol'm and any collateral

Sequellt Ilas secured is inadequate, Sequent could experierlce

material financial losses, Furtiler, Sequent has a concentration of

crecilt risk wlllcil could subject a Significant portion of ItS crecilt

exposure to collection risks, Approximately 57% of Sequent's



credit exposul'e is concelltrated in 20 counterpal'ties. Although

most of this concelltration is with counterparties that are eitller

load-serving utilities or end-use customers and that have supplied

some level of credit support, default by emy of these counterpar­

ties in their obligations to pay aiT',ounts clue Sequent could result

in credit losses tllat would Ilegatively Impact our wholesale serv­

ices segment.

We face increasing competition, and if we are unable to COIll­

pete eFFectively, our reVt)nues, operating results and financial

cOlldition will be adversely affected and Illay lirnit our ability

to grow OUI' business.

The natul'ai gas business is higilly competitive, and we are facing

increasing cornpetitioll from other companies that supply energy.

including electric compallies. oil and propane providers and. in

some cases, energy marketing ancl tmding cornpanies In particular,

the success of our investment in SouthStar is affected by the corn­

petitioll SouthStar faces from oHlel' energy marketers providing

retail natural gas services in the Southeast. Natul'al gas competes

with other forms of ellergy. The primal'y competitive factor

is price Changes in tile price or avaliabillty of natural gas relative to

other forms of energy al'ld tl'le ability of end-usel's to convert

to alternative fuels affect the demand for natural gas. In the case

of cornrnercial, industl'ial and agricultural customers, adverse eco­

nomic conditiolls, including higher gas costs, could also cause

these customers to bypass or disconnect from our systems in

favor of special competitive contracts with lower per-unit costs.

Our wholesale services segment competes with national

and regional full-service energy providers, enecgy merdlants Clnd

producers alld pipelines for sales based on our ability to aggregate

competitively priced cornrnoeJities with tral'lsportation and storage

capacity. Some of our competitors are lal'ger and better capitalized

than we are anel have more l'lational and global exposure than we

do. The consolidation of this inclustry and tile pricirlg to gain mar­

ket share may affect our margins. We expect this treneJ fo contil'lue

in the nedr ter-m, and the InCrei)Sln~j competition for asset mandge­

ment deals could result In downwmd pl'essure 011 tile volume

of tn3.nsactlons and the related margills available In this portion of

Sequent's bUSiness.

The asset management arrangenlents between Sequent and

our locai distribution companies, and between Sequent and

its nonaffiliated customers, may not be renewed or Illay be

renewed at lower ievels, which could have a sigllificant

impact on Sequent's business.

Sequel,t currently manages tl'le storage al'ld transportatioll assets

of OUI' affiliates Atlanta Gas Light, Elizabethtown Gas, Elkton GelS.
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Virginia Natural Gas. Inc (Virginia Natural Gas). Florida City Gas

and Chattelilooga Gas Company (Chattanooga Gas) alld shares

profits It earns from the management of those assets with those

custmners and their I'espective custmners, except at Elizabeth­

town Gas alld ElktOl'I Gas where Sequent is assessed an arlllual

fixed fee of approximately $~ millioll payable in monthly install­

mellts Entry illto and renewal of these agreements are subject to

regulatory approval 111 addition, Sequent I'las asset management

agreements witll certaill nonaffiliated customers. Sequent's results

coulel be sigllificantly impacted if these agreements are not

rellewed or are amended or renewed with less fel'Jorable terms.

Our infrastructure improvement and customer growth Illay be

restricted by the capita!-il-,tensiv8 Ilature of our business.

We must Co,'lstruct additions to our Ilatural gas distribution system

to contillL18 the expansiorl of OUI' customer base. We may also

need to Cllilstruct expansions of our existing natural gas storage

facilities or develop anel constl'uct new natural gas storage facili­

ties. The cost of thiS construction may be affected by the cost of

obtaining government approvals, developrnent project delays or

unexpected charlges in project costs. Weatller, general ecollomic

cOllditiclilS and tile cost of funds to finance our capital projects call

materially a!tel' the cost, anel plojected COllstructiOll schedule and

completion timelln8 of a project. Our cash flows rnay not be fully

adequate to finance the cost of this construction As a result, we

may be I'equired to fund a portion of our cash needs through bor,

rowings or the issuance of comrTlon stock, or botl'], For our distri­

bution operations segment, this may limit our ability to expalld our

infrastructure to connect new customers due to limits on the

amount we Cc,ll economically invest, whicll shifts costs to potelltial

customers and rnay make it uneconomical for thern to connect to

our elistribution systems. For our natural gas storage business. this

rnelY significantly reduce our earnings and retum on investrnent

fl'Om what woulel be expected for this busilless, or rnay impair our

dbility to complete tl'le expdnslons or development projects.

Changes in weather conditions may affect our earnings.

Weather conditions and other r!atural phellornena can have a large

irnpact on our earnillgs. Severe weather conditions can impact our

suppliers and the pipelines tl'lat deliver CJas to our clistribution sys­

tei'I1 Extended mild weatl'ler. during either the willter period or

summer period, can have a significant impact all demand for anel

cost of naturai gas

We ha'Je a weather Ilorrnalization adjustment (W~-JA) mecha­

Illsm for Elizabethtown Gas allel Chattanooga Gas that paliially off,

sets tl'le irnpact of unusually cold or warm weathel' on residential

and cOllllllerclal customer billings and margin. Aelc1itionally, Virginia
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Natural Gas has a WNA rnechanism for its residential customers

that pai1ially offsets the impact of unusually cold or walTrl weather

The WNA is most effective ill a reasonable temperature range rela­

tive to rlOrmal weather using historical averages, The protection

afforded by the WNA depends on continued regulatory approval,

The loss of this continueel regulatory approval could make us more

susceptible to weather, related eamlngs fluctuations,

Changes in weathel' conelitiolls may also impact SouthStar's

earnings, As a result. SouthStar uses a variety of weather deriva,

tive instruments to rllitigate the inlpact on its rnargillS in the evel'lt

of warmer-than-normal weather in tile wil'lter months. However,

these instrulnellts do not fully protect SouthStar's eamings from

the effects of unusually warm weathel',

Our business is subject to environmental regulation ill ail

jUI-isdictions in which we operate, and our costs to comply

are significant. Any changes in existing erl'JirOnment21 regu!a­

tion could negatively affect our results of operations and

finailcial condition.

Our operations and properties are subject to extellsive ellviron­

merltal regulation pursuant to a variety of federal, state and nlunic­

ipallaws and regulations. Such environmental legislation imposes.

among other things, restrictions. liabilities alld obligations in corl­

nection with storage, transportation, treatlTient and elisposal of

hazardous substarlces alld waste and in comlectioll with spills.

releases and emissions of various substallces into the ellVII'Onment.

Environmental legislation also requires tllat our facilities, sites and

other pmpel11es associated with our operations [)e operated,

maintained. abandoned and reclaimeel to the satisfaction of appli~

cable regulatory authorities. OUI currellt costs to comply with these

laws and regulatiolls are significant to our results of operations and

financial condition. Failure to comply with these laws and regula­

tlOllS and failure to obtain allY required pemlits and licenses may

expose us to filles, pellalties or irlterTuptions in our operatiOi'lS tllat

coulel be material to our results of operations

In addition, claims against us under environmental laws and

regulations could I'esult In material costs and liaiJllities. Existing

environmental regulations coulel also be revised 01' reinterpreted.

new la'Ns and regulations could be aclopted or become applicable

to us or our facilities. and future changes In environmental lav/s

anel regulations could occur. With the trend toward stncter stan­

clards. greater regUlation, more extensive permit requirements

anel an increase in the number anel types of assets operated by us

subject to environmental regulation, oLir environmental expendi­

tures coulel increase in the future, particularly if those costs are not

fully recoverable from our customers, Additionally. tr,e cliscovery of

presently unknown environmental condltlollS could give rise to
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expenditures anel liabilities, including fines or penalties, which

could have a material adverse effect Oil our busilless, results of

operations or financial conditioll.

We couid Incur additional material costs for the environmelltal

condition of some Of our assets, inclUding former manufac­

tured gas plants.

We are generally responsible fm all on-site anel certain off -site

liabilities assoclateel with the environmental condition of the natural

gas assets that we have operated, acquired or developed. regard­

less of whel'l the liabilities arose anel whether tl'ley are 01' were known

or unknown. III adelition. ill connection with certain acquisitions and

sales of assets, we may obtaill. or be required to provide. inelernnlfi­

cation against certalll environmental liabilities. Before natural gas

was widely available. we manufactured gas from coal anel other

fuels. Those manufacturing operations were kllO\l.JrI as manufac­

tured gas plallts (MGP) which we ceased operating in the 1950s.

We have ielentlfied terl sites ill Georgia and three In Florida

where we own all or pali of all 1\r1GP site, We are requil'ed to inves~

tigate possible ellViromnental cOlltalninatioll at those MGP sites

arid, if necessary, c1eall up any corltamillation, As of December 31.

2006. the soil alxl sediment remediation program was complete

for Clil Georgia sites, although groulKh.vater cleanup continues. As

of December 31, 2006, projected costs associated with tile MGP

.sites were $27 million. For elements of H,e MGP program where

vve still cannot proviele engineering cost estimates, considerable

variability I'emains in future cost estimates.

In addition. we are associated with former sites in New Jersey.

North Carol lila anel other states tllat we assumed with our acquisi­

tion of NUl Corporation (NUl! li'l November 200'1 Material cieanups

of these sites have not beell cOlnpleteel nor Clre precise estimates

available for future cleanup costs, For the New Jersey sites, cleclilup

cost estimates range from $60 rnillion to $118 million, Costs have

been estimated for mlly one of trle Cion-New Jersey sites, for wllich

current estimates ratlge from $10 million to $17 million.

OUl' profitability illay decline if the counterpacties to Sequent's

asset rnans,gernent transactions fail to perform in accordance

with Sequent's agreements.

Sequent focuses all captlll'ing the value frorn lejle or underutllized

energy assets. typically by executing transactions that balance tl'le

neeeis of various n larkets and tllne I'lorizons Sequent is exposeel

to the risk that counterpartles to our transactions will not perform

their obligations, Siloulel the cOllllterparties to these arrangell'lents

fail to perform, we might be forceel to entel' into alternative heclglng

arrCln~lelnents. hOllor the undel'lying commitment at theil-current

nlarket prices ai' I'eturn a signiflcallt portion of the consideration



receiveel for gas under a long-term conhact, 11'1 such events, we

might incur adelitional iosses to the extent of amounts, if a"ly,

alrearJy paid to or received from counterparties,

We al'e expo,,~ed to market risk and may incur losses in wllOle­

sale services and re'eiil energy operations.

The cOlllmodity, storage and transportation portfolios at Sequent

and the commodity and storage portfolios at SoutrlStar consist of

contracts to buy ancl sell natural gas commodities. including con­

tl'3cts that are settled by the delivery of the comillodity or cash, If

the values of these contracts change 11'1 a direction or manner tl'lat

we do not allticipate, we could experience financial losses from

OUI' trading activities, Value at risk (VaR) is definecl as the maximum

potential loss in portfolio value over a specified time period that IS

IlOt expected to be exceedeel within a given clegree of probability,

Based Oil a 95 C
;!Q confidence illtel'val and employil'lg a 1-day hold­

ing period for all positions, Sequellt's "md SouthStar's portfolio of

positiolls as of December 31, 20OC, had a 1-day holdillg period

VaR of $1 million anel $0,1 million, respectively,

Our accounting results may not be indicative of tile risks

we are taking or the economic results we expect for whole­

sale services

Although Sequellt enters into various contracts to hedge the value

of our enel'gy assets and operations, tl'le timing ot the recognition

of pmfits or losses Oil the Iledges does not always correspond to

the profits or losses 01"1 the item being hedged, The difference in

accounting C8n result In volatility In Sequent's reported results,

even tllough the expected profit margin i" essentially unchanged

from the elate the transactiorls were consummated,

Inflation and increased gas costs could adversely impact our

ability to control operating expenses, increase our level of

indebtedness and adversely impact our customer base.

Inflation has caused increases in certain operating expenses which

have required us to replace assets at higher costs, We attempt to

control costs il'l part trlrough implementation of best practices and

buslI'less pmcess improvemellts, mallY ot which are facilitateeJ

through investments in illformation systems and techllOlogy, We

have a plocess in place to continually review tile adequacy of our

utility gas rates ii'l relation to tl-Ie inueasin\j cost of provieling sel'v­

ice and tl-Ie inherel'lt regulatory lag 'n adjustillg those gas wtes,

Histol-ically, we have [Jeen able to budget anel contml opel'ating

expenses amJ IIwestments vvitllin the arnounts authorizeel to be

collected in rates, and lJ'!e il'ltend to continue to do so, However,

any inability by us to reasonably control OUI- e:<pellses would

adversely intluence our future results,

ACJL Resources Inc, 2006 Annual Report

Rapid increases in the price of purchased gas cause us to

expel-ience a significant increase in short-term debt because we

must pay suppliers for gas whell it is purchased, wllich can be sig­

nificantly in advance of when these costs may be recovered

through the collection of monthly customer bills for gas delivered,

Increases ill purchased gas costs also slov" our utility collectiorl

efforts as customers are more likely to delay the paymellt of their

gas bills, leadillg to higller-than-norrnal accounts receivable, ThiS

situation results inlligher sholi-tenn debt levels and increased bael

debt expense, Silouid the price of purchased go." increase signifi­

ca!ltiy dUl'ing the upcoming heating season. we would expect

increases in our short-term debt, accounts receivable and belCi

debt expellse during 2007.

Finally, higher costs of l'1atural gas in recent years Ilalje

already caused many of our utility customers to conserve in the

use of our gas services and could lead to even more custorners

utilizing such conservatioll methods or sWltchillg to other mOl'e

efficient competing products The higher costs have also allowed

competition from products utilizing alternatilj& energy sources for

applications that have traditionally useeJ natural gas, el'lcouraging

some customers to move away from natul-al gas-fired equipment

to equipment fueled by other energy sources,

A decrease in the availability of adequate pipeline transporta­

tion capacity could reduce our revenues and profits,

Our gas supply depends on the availability of adequate pipeline

transportation Ell'ld storage capacity, We purchase a substantial

pOliion of our gas supply from interstate sources, Interstate

pipeline companies transport the gas to ou,- system A decrease in

interstate pipeline capacity available to us or an Increase in COIll­

petition for interstate pipelille trallspmtation and storage service

could reduce our normal Irlterstate supply of gas

The cost of providing pellsiorl and postretirement health care

benefits to eligible employees and qualified retirees is subject

to changes in pension fUllel values and c1iailging elemographics

and may have a !liaterial adverse effect on our fillollcial ,-esults,

We have a defilled benefit pension plan tm the bellefit of sur)stan­

tially all full-time employees anci qualified retirees, The cost of pro­

vicling these benetits to eligible current amJ tonller employee" is

subject to changes in the market value of OUI' pension tund assets

and challgin~l demographics, illcluding 10llger life expectancy ot

beneficiaries anc] an expectecJ i,lcrease in the numrJer ot eligible

former employees oller the next five years,

AllY sustained cleclines ill equity mwkets and reductio'-Is

in boneJ yields Illay have a material adverse effect on the lIalue of

0111' pe'-Isioll funds, III tlles8 ClrCulllstelllCes, we may be (equirecl to
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recognize an increased pension expense or a charge to our state­

mellt of consolidated il1colne to the extent Hlat the pension fund

values are less than the totai anticipated liability under tile plans

Transporting and storing natural gas involves numerous risks

that may I'esu!t in acc:dents cl!ld other operating risl,s and costs,

QUI' gas distribution activities Involve a variety of inllerent 118zards

8nd operating risks, such as leaks, accidents and mechal1lcal

problems, Wllich could cause substalltial finallcial losses, In addi­

tion, these risks could result ill loss of human life, slgnific8nt dam­

age to property, environmel'ltal pollution and impairment of our

operations, which in turn could lead to substarltial losses to us,

In accordance with customary industry practice, we maintain

insurance against some, but not all, of these risks and losses, The

location of pipelines and storage facilities near populated areas,

Including residelltial areas, commercii11 business centers and

industrial sites, could incr8ase Hie level of damages resulting from

tl1ese risks, The occurrence of any of these events not fully cov­

ereo by insurance could adversely affect our finanCial position and

results of opereltimls

Natural disasters. terrorist activities and the potential for mili­

tar'y and other actions could adversely affect our busil1esses.

I\latur'al disaster"s nk1Y damage our assets. The threat of terrorism

c1lld H1e impc1ct of retaliatory military and other action by the United

States c1l1et it,; allies may lead to increased political. economic anel

finarlcial market instability and volatility in the price of 1"latural gas

that could clffect our Opel"atlorls. In adclition, future acts of terror­

ism coullJ be directed against companies opel'3ting in tile Uilited

States, al"ld companies in the energy inclustry may face a Ileig[lt­

eneci I"isk of exposure to acts of terrorism. These elevelopments

have subjected our operations to Increased risks. The insurmlce

industry 1"!Cls also beell disrupted by tl"lese events. As a result, the

availability of insurance covering risks agc1ir1st which we and our

cornpetltors typically insure may be limited In aciditiml the insur­

ance we al"e able to otAain rnay have higiler deductibles. higher

plemiums and more restrictive policy terms

Flisks Related to Our Corporate and Financial Structure

INe depend en our ability to successfully access the capital

and financial markets. Any inability to access the capital or

financial markets may limit our ability to execute our busi­

ness plan or pursue improvements that we Illay rely on for

future growth.

We rely on access to both shmt-term 11101 ley markets (in the form

of commercial paper al"ld lines of credit) and long-term capital
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markets as a source of liquidity for capital and operating require­

mel"lts not satlsfiee! by tJ1e cash flow from our operatiolls. If we al"8

not able to access financial markets at competitive rates, our abil­

ity to implement our busilless plan and strategy will be affectecl.

Certain market disruptiorls may illcrease our cost of borrowing or

affect our' ability to access one or mom financic11 markets Such

market disruptions could result from;

• adverse economic conditions

adverse general capital market conditions

• poor performance and health of the utility industry in general

• bankruptcy or fillancial distress of unrelated energy companies

or Marketers

• Significant decrease in the clemand for 11atul'31 gas

adverse regulatory actions that affect our local gas elistributlon

companies and our natural gas storage busilless

terrorist attacks all our facilities or our suppliers

• extreme weather conclitiollS

The use of derivative contracts in the normal course of our

business could resu! t in financial losses that negatively

impact ollr results of operations.

We use derivatives, Includillg futures, forwards and swaps, to man­

age our commodity and finanCial market risks. We could reco~Jnlze

financial losses on tllese contl'3cts as a result of volatility in the

market values of the ullderlylng conlmoditles or if a cOllnterparty

fails to peliorm ullder a contract. III the absence of actively quoted

mml,et pi"ices und pricing informution from external sources, the

v8.luation of these fil-Iancial illstruments can IllVolve management's

Judgment or use of estimates, As a result. changes in tile ullderly­

iilCJ assumptions or use of altemative valuatloll rnetl10ds could

aelversely affect the reported fair value of these cOlltracts.

We are vulnerable to interest rate risk witll respect to our

debt. which could lead to changes in interest expeilse and

adversely affect our earnings.

We me SUbject to Interest I'3te I'isk ill connection with the issuance

of flxed-l'3te and variable-rate e!ebt. III ol'der to maintain our

desireel mix of fixed-rate and variable-rate debt. we use interest

rate swap agreements allCl exchange fixed-rate and vDriable-rate

Interest payment obllgatiolls over the life of tile arrallCJemellts,

without exchange of tile undel'lyillg prinCipal amounts. See Item

7A. 'Ouantltatlve and Qualitative Disclosures About Market Risk. '"

We cannot ensure tl,at we Will be successful in structuring such

swap agreements to effectively manage our risks. If we are unable

to cia so, our earnings may be reduced, !n addition, Iligller interest

rates. ali other tilings equal, reduce the earnln(Js that we derive



from transactions where \lve capture the difference between

authorized returns and shoI1,terl11l)orrowings.

If we breach any of the financial covenants under our vari­

ous credit facilities, our debt service obligations could be

accelerated.

Our eXisting credit f8cility and the SouthStar line of credit contain

financial covellailts. If we breach any of the financial covenants

under these agreements, our debt repayment obligations unclel'

them could be accelerated. In such event, vve may not be able to

refillance 0'- repay all our inclebtedlless, which would result in a

material adverse effect on our business, results of operations mid

firlancial conditioil.

/l.s a result of cross-default provisions in our borrowing

aiTangements, we may i::,e unable to satisfy all our oL:tstandlng

obligations in the event of a default on our part.

Our credit agreement suppol1illg our commercial paper program

(Creclit Facility) ancl our indentures under which our debt is Issued

contain cross-clefault proviSions. Accordingly, should an event of

default occur under some of our debt agreements, we face the

prospect of being in default under oHler of our clebt agreements,

obliged ill such instance to satisfy a large portiOl'1 of our outstancl­

ing indebtedness and unable to satisfy all our outstancling obliga­

tions simultaneously.

A downgrade in our credit rating could negatively affect our

abliity to access capital.

Stalldard & poors Ratings Services (S&P), lVIoody's Investors

Service (lVIoocly's) ,md Fitch Ratings (Fltchl currently assign OUI'

seillor unsecured debt a rating of BBB+, Baa 1 and A-, respec­

tively. Our commercial paper curl'8ntly is rated A2, P2 and F2 by

S&P, lVIoody's ancl Fitch, respectively. If the rating agencies CIOWI1­

grade our ratings, p8l'ticularly below IIwestment grade, it may

Significantly limit our access to the commercial paper market and

our borrowillg costs would increase. In aelditioll, we would likely

be reqUired to pay a higher interest rate in future financirl~ls

ancl our potentia! pool of investors allel fUlldlng sources would

likely decrease.

Additiona!ly, if our Cl'edit rating by either S&P or lVIooely's fal!s

to non-iiwestment gracle status, we Vlill be required to provide

additional support for certain customel's of our wholesale busi­

ness. As of December 31, 2006, if our nedit rating had fallen

below investment grade, we would have beell required to provide

collateral of approximately $10 million to continue conducting our

wllolesale services busilless with certain Coul·lterpaI1ies.
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Item 1b " Unresolved Staff Comments

We do not Ilave any unresolved comments from the SEC staff

regarding our penodic or current reports under the Securrties

Exchange Act of 1934, as amended,

Item 2 » Properties

Distribution Operations» As of Decembel' 31, 2006, the proper­

ties of our l'listl'ibution operatiolls segmellt represented approxi­

mately 90% of the net property, plant and equipment in OUI'

consollelated balclrlce sheet. This property primarily inciudes

assets used for the distribution of natural gas to our customers in

our service areas. including more than 43,000 miles of dlstl'ibution

ancJ transmission mains. We have approximately 7.35 billioll cubic

feet (Bcf) of liquefied natuwl gas (LNG) storacJe capacity in five

LNG plants located in Georgia, New Jersey alld Tennessee. In

adclition, we own three propalle storage facilities In Virginia and

Georgia thGt hGve a combined storage capacity of approximately

4.5 million gallons. These LNG plants and propane facilities sup­

plement the gas supply durrng peak usage periods.

Energy IllVE)slments » The properties in our energy Illvestments

segment am primanly investments that al'8 complementary to our

cllstrrbutlon operations or provicle services consistent with our core

enterpnses, incluelinq a natural gas storarje and hulJ facility in

Louislalla located appl'Oximately eight miles from the Henry Hub.

The Henry Hub is the largest celltralized pOint for natural gas spot

and futures tradlllg irl the United States. The New York lVIercantile

ExchanC]e. Inc, (NYIVIEX) uses the Henry Hub as the point of deliv­

ery for its natural gas futures contracts, lVIany natural \Jas marketers

also use tile Henry Hub as theil' phySical contract clellvery POlilt or

their pl'ice benchmark for spot trades of natuml gas. Our natural

gas storage and hub facility consists of two salt-dome gas storage

caverns with approximately 9.72 Bcf of total capaCity ancl about

7.23 Bcf of worklll~J gas capacity. Tile facility has approximately

0,72 Bel/clay withclr'awal capacity and 0.36 Bcf/clay illjectioll

capacity. We completed a project durrnq 2005 to expand com­

pression capability, enalJling us to incre8se the number of times a

customer can inject arid witlldraw their total gas inventory annually

from 10to 12.

We also own a propal'le facility in Virgrnia The propalle facil­

ity provide.s our utility in Virginia vl/ith 0.03 Bcf of propane air per

day on a 10-day per yeal' basis This system is important to our

Virginia operations because It provides propane as a substitute for

natural gas wllerl natural gas demand is peaking.

p.29



AGL Resoul'ces Inc- /2006 Annual Report

In addition, energy investments' propelties include telecommunications conduit anel flbel' in public rights-of-IJIJay that are leased to our

customers primarily In Atlanta anel Phoenix, This includes over 76,000 firJer miles, of which approximately 32% of our dark fiber in Atlallta and

2~% of our dark fiber in Phoenix has been leased,

Retail Energy Operations, \,IVholesa!e Services <md Corporate» The properties use,j at our retail energy op8i'atiolls, wholesale services allel

corporate segments consist primmily of leased and owned office sp8ce ill il,tlanta anel HouStOll anel their contents, including fUriliture and fix­

tures, The majority of our Atlanta-jJased employees are located 8t our corporate headquarters, a leaseel building with approXimately 227.000

square feet of office space, In addition, our retail enel'gy operations segment leases approximately 30,200 squam feet at another office builel­

Ing in Atlanta, We lease approximately 32,000 square feet of office space for our employees in Houston,

We own or le8se C\dditior-,al office, warellouse and other facilities tlll'OUgllout our oper8tlng areas, We consider our properties and tile

properties of our subsidiaries to be well maintained, III gooel operating conelition and suitahle for their il'ltended purpose, We expect additional

or substitute space to be available as needed to accommodate expansion of our operations,

Below is a map illustratillg our total asset base and existing service telTitories as of December 31, 2006:

o

AGL Resources

item 3 » Legal Proceedings

The nature of our busil'less ordinarily msults in periodic regulatory proceedings before various state alld feeleral autllorities, In additiorl, "ve al'e

party, as both plaintiff am.! defendant, to a number of lawsuits related to OUI' business lJI'l an ongoing IJasis, Managemellt believes that tile out­

come of all regulatory proceedings and litigatio'l ill which IJIJe ale currently i,wolved will riot have a material adverse effect on our consolidated

financial condition or results of operations, Information regmdin~J some of these proceedings is contained in Item 7, "Management's Disclls­

slon and AnalysIs of Financial Conditloll and Results of Operations" under tile caption "Results of Operations" and in Note 8 to our consoli­

dated financial statemellts uneler tile caption "litigation" set fortll In Item 8, "Finallcial Statements and Supplementary Data "

Item 4» Submission of Matters to a Vote of Security Holders

No matters were submitteel to a vote of our secul'ity I'loiders durillg the fourth quarter el'lded December 31, 2006
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Item 4a " Executive Officers of the Registrant

Set forth below are the names, ages alld positions of our executive officers along witll tllelr business experience dUrlllg tile past five years.

All officers serve at the discretion of our Bomd of Dilectors. All information is as of the elate of the filing of this report.

John W. Somerhalder II, Age 51

Presidellt and Chief Executive Officer

Andrew W. Evans. I'\ge /10"

Executive Vice Plesident anel Chief Financial Officer

Senior Vice President and Chief Financial Officer

Vice President and Treasurer

Kevin P. Madden, Age 54

Executive Vice PreSident, External Affairs

Executive Vice President, Distribution alld Pipeline Operations

Executive Vice President, Legal, Regulatory and Governmental Strategy

R. Eric Martinez, Jr., Age 38

Executive Vice President Utility Operations

Senior Vice President, Business Process Initiatives

Vice President and Gener'al Mallager of Eiizabetiltowil Gas

Senior Vice President, Engineering & COllstruction of Pivotal Energy Development

Chief Operating Officer of AGL Networks, LLC

Vice President alld General Manager of AGL Networks, LLC

Vice President, Business Development

Paul R. Shlanta, Age 49

Executive Vice Presielent, Geneml Counsel and Cilief Etllics and Compliance Officer

Seniol' Vice President. General Counsel and Chief Corporate Compliance Officer

Senior Vice President, General Counsel and Corporate Secretary

Senior Vice President and General Counsel

Melanie M, Platt, /'I.ge 52

Senior Vice President, Human Resources

Senior Vice Presldellt and Chief Administrative Officer

Vice President of Investor Rel8tions

Vice President and Corporate Secretary

Douglas N. Schantz. Age 51'

President, Sequent Energy Management, LP

3 ~j ..

March 2006-Plesent

May 200Cc-Presellt

September 2005-lvIay 2006

April 2002-SeptemrJer 2005

November 2005-Present

April 2002-November 2005

September 200 I-April 2002

f\Jovember 2005-Present

August 2005-November 2005

December 200/1-August 2005

August 2003-December 200·1

December 2002,cAugust 2003

June 2002-December 2002

October 2000-June 2002

September 2005-Present

September' 2002-Septernber 2005

July 2002-Septernber 2002

SeptemlJer 1998-July 2002

September 2004-Present

November 2002-September 2004

May 199B-November 2002

January 1995-June 2002
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Part II

Item 5 » Market for the Registrant's Common
Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities

Holders of Cornman Stock, Stock Price and

Dividend Information

Our commOll stock is listecl all tile New York Stock Exchange

under the symbol .ATG. At January 31, 2007, tllel'e were 7,512

record holclers of our common stock. OUaiterly Information con­

cerning our higll and low stock prices 8nd C8S!1 divlclends paid in

2006 81ld 2005 is 8S follows:

'-J: C". (l 'i de":c! :::8

'·'"'(;:'i S'·I~~: e
- ----------

Q,J,;'"[E:'" 8'1(]ej II g'\ l.,:'vv

2006

March 31, 2006 $36.48 $34.40 $0.37

June 30, 2006 38.13 34.43 0.37

September 30,2006 40.00 34.76 0.37

December 31,2006 40.09 36.04 0.37

2005

March 31, 2005 $3609 $32.00 $031

June 30, 2005 3889 3337 031

September 30, 2005 3932 3529 031

December 31,2005 375-'1 3223 037
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We have historically paid diviclencls to common shareholcJers

four times a year: March 1, June 1, September 1 and December 1.

We have paid 237 consecutive quarterly dividends begil"lnillg In

1918. Our common shareholders may receive dividends when

declared at the cllscretioll of our Board of Directors. See Item 7

.Marlagement's Discussioll and Analysis of Financial Condition

allcj Results of Op8rations - Liquidity arKI Capital Resources­

Cash Flow from Finclilcillg Activities - Dividends on Cornman

Stock." Dividends Inay be paid in casl'l, stock or other form of pay­

ment, and paymellt of future divlclends will depend on our future

eal'llings. cash flow, financial requirements and other factors,

some of which al'e noted below In certain cases, our ability to pay

diVidends to OUI- common shareholders is limited by the followirlg:

our ability to satisfy our obligations uncleI' certain finallcing

agreements. including debt-to-caplt8Iization and tot81 sllme­

110lclers' equity coven8nts

• our 8billty to satisfy our obligations to 8ny preferred sllarellolders

Under Georgia law, the payment of cash dividends to the

holders of our common stock IS limited to our lega!ly available

assets an'cl subject to tile prior payment of clividends Oil any

outstanding shares of preterrecl stocl', Our assets are 1'10t legally

available for paying cas!l cltvidencls if, after payment of the dividend:

we could not pay our debts as they become due in the usual

course of business, or

• our total assets woulcl be less than our total liabilities pillS. sub­

Ject to some exceptions. any ailloullts necessary to satisfy

(upon dissolutiorl) Hle preferential rights of sllarellolders whose

preferential rights are superior to those of the shareholders

receiving tl18 dividends
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Issuer Purchases of Equity Securities

The following table sets fortll infolmatlon mgarding purchases of our common stock IJy us alld any affiliated purchasers during the three

months ended December 31,2006, Stock repurchases may be made in tile open marl<:et or ill private transactions at times and in amounts

that we deem appropriate, However, there IS no guarantee as to the exact Ilumber of adclitional shares that may be repurchased, and we may

terminate or lirnrt the stock repurcllase wogram at any time. We will hold the repul'chased shares as treasury sllares.

7,160,l100

7,055,400

6,972,500

";'1 ,C.!lf :'.~' P, ,I \:\!'.!":0)"

297,000

109.100

105,000

82,900

$3792

$3702

$377'1

$39.10

317,901

111.000

108.~21

98,~80

October 200(-)

NovemlJer 200f:i

December 2006

The informatiOl'l required by this item regarding securities authorized for issuance under our equity compensation plalls will be set forth

ullder the caption "Executive Compensatioll-Equity Compellsation Plan Information" ill the Proxy Statement fm our 2007 Annual Meeting of

Shareholders 01' in a subsequent amendment to this report. All such information Vlill be incorporated by refel'ellee from the Proxy Statel'nellt in

!tern 12, "Security Ovvnership of Certain Belleficial Owners and Managemellt alld Related Stockllolder Mattei'S" hel'eof or set fOlih in such

amendment to this report,

p, 33



AGL Rosources 111C. /2006 Annual Report

Item 6 " Selected Financial Data

Income statel11el1t data
Operating revenues
Cost of gas
QfJerErtli~gr1l8Jgin'

Operating expenses
Operation and maintenance
Depreciatioll and amortization
Taxes other thall income taxes

Total operating expenses
Gain·oilsal8ofCarOilneStree(campus
Operatlllginconle-.---··-.··.····-

Equity in earnings of SouthStar Enel'gy Services LLC
Other (expense) income
MillOl'ity interest
E8rtlings before interest anel taxes (EBlll'
IQterest expense
Eamngs before Illcome t8xes
Income taxes
Income before cumulative effect of change in accounting principle
Cumulative effect of ch8nge in 8ccounting prillciple, net of $5 in income taxes
Net income
Common stock data
Weighted average shares outstanding - basic
Weighted average shares outstanding - diluted
Total shares outstanding'
Earnings per share - basic
Emnings per sllare-diluted
DiVidends declmed per share
Dividend payout ratio
Dividend yield
Book value per share'
Price-earnings ratio
Market value per SllOTe'
IVImket value'
Balance sheet data'
Total assets
Property, plant alxl equipment - net
Working capital
Total debt
C;OTTlnlon sllareholclers'.equity
Cash flow data
Net cash provided by operating actiVities
Property, piant anel equlpillellt expenditures
Net borrowings and (payments) of short-term debt
Cash palet for Illterest
Financial ratios'
Total cler)t
COllllTIOn shareholders' equity

Total
Retul'll on averaqe common sllmeholelel's'
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2006 .2{~~S~) :2CI~.~ 2iY> 2';';:2
-- - -- ---------

$2,621 $2,718 $1.832 $ 983 $ 877
1,482 1,626 995 339 268
1,139 1092 837 644 609

473 1177 377 283 27-'1
138 133 99 91 89

40 40 29 28 29
651 650 505 402 392

16
488 442 332 258 217

/16 27
(1) [1 ) (6) 3

(23) (22) (18)
464 419 314 298 247
123 109 71 75 86
341 310 243 223 161
129 117 90 87 58
212 193 153 136 103

(8)
$ 212 $ 193 $ 153 $ 128 $ 103

77,6 77.3 663 63.1 561
78,0 77.8 670 63.7 566
77.7 778 76.7 6/15 567

S 2.73 $ 2,50 $ 2.30 $ 203 $ 184
$ 2.72 :Ii 2.48 $ 2,28 $ 2.01 $ 1,82
$ 1.48 S 1,30 $ 115 $ 111 8) 108

54% 52% 50% 55% 59%
3.8% 3.7 ryo 3.5% 3,8% 4-'1%

$20.72 $1927 $18,04 $1166 $1252
14.3 13,9 14,5 14.3 13.2

$38.91 $3481 833.24 $2910 $24,30
$3,023 $2,708 $2,551 $1,877 $1,378

$6,147 $6.320 $5,637 $3,972 $3742
3,436 3,333 3,178 2.345 2.194

195 73 (20) (306) (429)
2,161 2,137 1,957 1.340 1,413
1.,609 1499 1,385 945 710

$ 354 " 80 $ 287 :Ii 122 $ 286.~ "

253 267 264 158 187
6 188 (480) (82) 4

108 89 50 60 73

57% 59% 59(}a 59°/0 67')0
43% !j1% /11 So 33\;-"0

100% 100% 100So 100%
13.6% 13.4'10 14,7"-"

'.;8'.:e_l~1
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Item 7 " Management's Discussion and Analysis
of Financial Condition and Results of Operations

Overview

We 81e an ellergy services Ilolding c0ll1p8ny whose princip81 busi­

ness IS the distribution of Ilatum! g8S iil SIX states- Florid8. Geor­

Oi8. Mmyland. New Jersey, Tellilessee and Virginia. Our six utilities

serve more than 2,2 million end-use customers, m8king us the

Imgest distributor of natumi gas in the southe8stem alld mid­

Atl8ntic regions of the United States based Oil customer count. We

me Involved in vanous related businesses, inclucllng retail natuml

gas marketing to end-use customers primarily in Georgia: natural

gas asset management 8ncl ref8ted logistics activities for our own

utilities as well 8S for Iloll8ffili8ted comp8nies: n8tural gas stor8ge

arbitrage and (818tecl 8ctivities; and the clevelopment 81lCI opem­

tiOl'1 of higll-delivel'3bility undergroulld natuml gas storage assets,

We also own and operate a small telecornrmillicatioils business

that constructs and operates conduit and fiber infrastructure withil'l

select metropolitan areas We manage these businesses through

four operating segrnents-c1istribution operations, retail el-Iergy

operations, wholesale services ami el'lergy investments-and a

Ilonoperating cOi'porate segment. As of December 31,2006, we

ernp!oyed a total of 2,369 employees across these five segments

The distrir)ution operations segment is the !mgest compo­

nent of our business and is subject to regulation anel oversigllt by

agencies in eacll of the SIX states we serve These agencies

approve natural gas rates designed to provide us Hie opportunity

to generate revellues to recover the cost of Ilatural gas delivered

to our customers and OUI' fixed anei variable costs such as depre­

ciation, interest, maintenance and overhead costs, alld to eam a

reasonable return for our shar'elloldel's. With the exceptioll of

Atlanticl Gas Light. our largest utility. the earnings of OUI' regulated

utilities can be affected by customer consulnl-ltion patterns that

are a fuw,tion of weather conditions alld price levels for natul'3l

gas, Our nOil-Georgia jurisclictlons have various regulatory mecha­

nlSlllS to provide us witll a reasol'lable opportunity to recover our

costs, but these methods of recovery are not direct offsets to the

potenti81 irnp8cts on earnil'lgs. Atlallta Gas Light chmges rates to

its customers fxlmarily as monthly fixed charges, Our retail ellergy

operatimls segment. which consists of SouthStal', also is weather

senSitive 8rrd uses a variety of hedging strategies, such as weather

derivative illstl'uments 8nd other risk management tools, to miti­

gate potentia! weather Impacts. Our Sequent subsiclrary within our

wholesale services segment IS weather sellsitive, with increased

earnillgs opportunities, 8S well as Increased loss potential, dUring

periods of extreme weather conditions. wllich typically produce

AGL ResouI'c8S Inc..' 2006 Annual Report

greater price volatility, Our energy investments segment's primary

business is our natural gas storage, whicll develops, acquires and

opericltes l'ligl'l-deliverability salt-dome storage 8ssets in tile Gulf

COClst region of the United States, While this busilless also can

gellerate additional revemle during times of peak market demand

fm natural gas storage services, the majority of our storage serv­

ices are covered under medium- to long-term contracts at a fixed

Inarket rate.

2006 Business Highlights

We achieved seveml Significant mllestolles during 2006 th8t pOSI­

tion us well for future growth 81ld for providing long-term v81ue to

our shareholders,

We completed our rate proceeding ill Virgillia. which resulted in

a five-year rate freeze for customers under the first performance

based rate (PBR) pl81l approved in that state for a I'latura! gas

utility. As pal't of the settlemellt reached with the parties in the

case, we have committed to spend approxirnately $18 Irlillion to

sr:iO million to build a new pipelille that will improve 8ccess

to natural gas in certain areas we serve in Virgll'lia, particulal'ly

during critical peak periods Also, the Virginia Conmlissioll

approved a permallent WNA for residelltial customers as part of

the settlemellt.

• We successfully resolved our rate proceedil'lg ill Tennessee,

Wilich resultecl in a $3 million base rate increase effective Janu­

ary 1, 2007 to offset higher costs alKI lower n8tural gas con­

sumption. Additlonal!y, the rate proceeding improved our

authorlzecl return alld Improved our capital structure (55% debt

8ncl 45% equity) ill a manner that is more consistent with our

utilities and other non-affillatecl utilities.

• We continued to grow our 8sset management business at

Sequent which en8iJles them to generate gre8t8l' levels of eco­

nomic v81ue clurlng periods of market VOlatility,

• We exp8llded, thl'Ough SoutilStar, our' retail footprint into the

Ollio aile! Flolida markets,

• We anrloUllced our intention to develop a 12 Bet natural gas

salt-cloille storage f8Clllty, knowll as Golden Triangle Storage, iil

Beaumont, Texas, at a capital cost of appr'oximately $180 mil­

lion. The project will prOVide hlgh-clelivembllity Gulf Coast stor­

age 8t 8 key market pOlllt, wltll the first phase sclleduled to be

In comnlerclal operation in 20 I0,

2006 Business Results

In 2006, we eamed 8212 millioll ill rlet illcome or $2.72 per diluted

share, compared with !let income of $193 million, or $2,18 per
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diluted shat'e, in 2005. The 10'10 increase il'\ net income was the

result of a variety of factors:

Our dlstl'ibutlOll operations segment's EBIT impmved by $11 mil­

lion or 4% in 2006 as compared to 2005 We continuecl to

benefit from the improved opemting metrics of the utilities

we acquired in 2004. These results were offset, however, by

customer consumption declines due to w8rmer-than-normal

weather throughout the year and higll natuml gas prices, partic­

ularly during the first quarter of 2006.

• Our retail energy opemtions segment pmvlded stable year-over­

year earnings contributions despite tile effects of declining cus­

tomer consumption, warmer weatller and a lower 01 weighted

average cost or current market price (LOCOM) acljustment to

inventory, This segment's marketing efforts during the year also

resulted In a slight increase in customer COUllt.

• Our wholesale services segment captured significant arbitrage

oppol'tunlties due to price volatility aile! periods of extreme

weatller COllditiollS. As a result, this segment's EBIT contrtbu­

tiOll of $90 million was $41 million higher tllan in 2005, primarily

as a msult of additional commercial 8.ctivity and storage arbi­

tra~Je opportunities throughout the year, as well as the recogni­

tion of hedge gains as forward NYMEX prices declined.

Our energy il"!Vestments segment made progress on the evalua­

tlOll and developmel'lt of several projects during 2006. WI'lile

these projects are expected to provide future earnings cmltribu­

tions, the associated business development expenses resulted in

a lower year-ovel'-year performance III thiS segment as 'Nell as

tile disposition in the second half of 2005 of certain IlOI'i-strategic

assets acquit'ed as part of the acquisition of NUl ill Decem­

ber 200/1.

Our interest expense for 200(5 increased $14 million as com­

pared to 2005. The Increase mflects higher carrying costs asso­

ciated witll hlgller inventory storage balances, as liveII as higller

short-term interest rates, relative to the prior year.
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Results of Operations

AGL Resources

Revenues » We genemte neal'ly all our operating I'8VellUes

thl'ough the sale, distribution and storage of natural gas. We

Illclude In OUI' consolidated revenues an estimate of revenues from

natural gas distributed, but not yet billecl, to residential alld com­

mercial customel's from the latest metel' reading date to the elld of

the mpotiing period.

Operating Margin and EBIT )} We evaluate tile performance of

our operating segments using tile measures of operatin~J margin

and EBIT. We believe operating margin is a better indicator thall

revenues for the contt'ilJutron resulting from customer gl'owth in OUI'

dlstnbutlon operatiolls segment since the cost of gas can vary sig­

nificantly alld IS genemlly passed directly to our customer's. We

also COllslder opel'8tin~J margin to be a better indicator in our retail

enel'gy operations, wholesale services and energy investments

segments since it is a direct measure of gross pmfit before over'­

head costs. We believe EBIT is a useful measurement of our oper­

ating segments' performance because it pmvides inforrnatioll that

can be used to evaluate the effectiveness of OUI' businesses fmm

all operational pel'spective, exclusive of the costs to finance those

actiVities and exclUSive of income taxes. neltllel' of which is directly

relevant to the efficiency of those operations.

OUI' opel'atirlg mal'gil'\ and EBIT are IlOt measures that al'e

considered to be calculated il'\ accordance with accour\ting princi­

ples generally accepted ill the United States of America (GAAP).

You should not consider operatillg mmgin or EBIT all altematlve

to. or a more rnearlingful indicatOl' of, OUI' operatil'\g performance

than opet'ating income 01' net illcome as detel'mir\ed in accmdance

with GAAP. In addition, OUI' opel'ating mal'gin m EBIT measuI'e may

not be compar'able to similal'l,! titled meaSLil'eS of other cmnpal'lies



The following table sets forth a recol-iciliation ot our operating mar­

gin and EBIT to our operating income alld Ilet irlcome, together

with otller consolidated fincillcial information for the years ended

December 31,2006,2005 and 20011.

I, 2006

Operatill~l I-evenues 52,621 82,718 $1.832

Cost of gas 1,482 1,1326 995
Operating mal-_gill 1,L39 1,092 837

Operatillg expellses

Operation and maintenance 473 477 377

Depreciation and amortization 138 133 99

Taxes other than income 40 40 29

Total Clperatlllg expenses 651 650 505
Operating inCome 488 442 332

Other expenses (1) (1)

Min()~ty interest (23) 1~?) (18)

EBIT 464 "i19 311

Illtere~lElxpense 123 109 71

Earnings befol-e income taxes 341 310 2/13

Income taxes 129 117 90
f\let income $ 212 S 193 $ 153

Earnings per commQrl sl-Iare:

Basic $ 2_73 $ 250 $ 230

Diluted $ 2_72 $ 21 13 S 2.23

Weighted average number of

common shares outstandil-lg:

BaSIC 77.6 773 66.3

Diluted 78.0 77.3 670

AGL Resoul'ces Inc. i 2006 Annual Report

Segment Information)} Operating revenues operating margin,

operatllig expellses and EBIT information for each ot our seg-

ments are presellted ill the followillg table for the years ended

December 31, 2006, 2005 and 200/1:

02e"" ()!:,~, ,~l

8'i8"1,Jeo: 8'(:=;,; ,-e.3

2006

Distribution operations $1,624 $ 807 $499 $310

Retail energy operations 930 156 68 63

Wholesale services 182 139 49 90

Energy investments 41 36 26 10

Corporate (156) 1 9 (~)

COllsolicJated $2,621 $1,139 $651 $464

2005

Distribution operations $1,753 $ 31 £1 $518 $299

Retail ellergy operations 996 1,16 61 63

Wholesale sel"fices 95 92 112 "i9

Ellergy investmel ItS 56 40 23 19

Corporate' (182) 6 (11 )

Consolidated $2,718 $1092 $650 $419

2004

Distribution operations $1,111 $ 6110 $39/] $2/\7

Retail energy operations 827 132 62 52

Wiloiesale services 511 53 29 211

Enel'gy investments 25 13 8 7

Corporate (185) (1) 12 (161

Consolidated $1,832 8 837 $505 8314

Discussion of Consolidated Results

2006 compared to 2005 » Tile increase In EBIT of $45 millioll or

11 C)~J in 2006 vvas primarily tile result of Increases at the ellstli,

[)ution operations and wholesale services segments. \f\Jholesale

services' E81T improvement of $·11 millioll primarily reflected the

recogl'litior1 of hedge gairls during 2006 as fOlward NYMEX prices

declilled significantly. In contrast, NYMEX p"ice increases experi­

enced eluring 2005 had the opposite effect, but to a lesser exter-It

In the distribution operations segmellt, EBIT improved by $11 mil·

lion. and operating lllargil'l dec!i!led $7 nli1lion offset primal'ily by

reduced operating expenses of S19 rnillioll. Our retail energy oper­

ations segme1lt's EBIT was flat compal'e,j to 2005 Tile energy

investments segment's EBIT was down $9 millioll primarily due to

tile loss of EBIT contributiolls ClS the result of Hle sale ill 2005 of

certain assets that were origil1ally acquired wiHl tile 20011 acquisi­

tion of NUl.
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Our operating margil'l il'lcreased $'17 million 01' 11 'Yo from

2005. The followillg table indicates the significant changes in our

operating margin:

Changes in commodity pl'ices subject a significant pOliion of

OUI' operations to earllings variability, Our Ilorlutility busil'lesses

principally use physical clild fil'lancial art'<:HI\jements to econorrli­

cally hedge the risks associatecl with both weatller-related sea­

sonal fluctuations and CllClI'lgillg commodity prices. In addition,

because these economic hedges are generally not designated for

hedge accounting treatment, our repartec.' earnings for tile wtlole­

sale services and I'etail energy operations segments reflect

changes in the fair values of certain derivatives. These values may

change significalltly frolll period to period alld are reflected as

gains or losses within Olir operating margin or our oHler compre­

hellsive income (OCI) fOl' HlOse del'ivative instrumellts that qualify

anel are designated as accounting hedges.

Forwal'd NYMEX prices decreased durirlg 2006, especially

during the third and fourth quarters. This resulted ill the wholesale

services segmellt recogllizillg $<'11 millioll of storage hedge \jains

in 2006. compared to the recognition of S7 million of storage

hedge losses il'l 2005 In aelelitiorl, wholesale services reco~Jnized

$12 million in gains associated with Hle finallcial instruments used

to hedge its tl'anspOl'tation capacity. Consequently, wholesale

services expenenced a net challge of $60 million from its hedging

actiVities for 2006 compared to 2005.

1"1 ,,' '.'O:~S

Operating margin for 2005

Net cllange in the fair value of Iledges

at wholesale services

Increased operating margins at retail

energy operatiolls

Increased wholesale services commercial activities

Wholesale services inventory LOCOM aeljustments

(Ilet of hedgin~J recoveries)

Retail energy operations inventory LOCOM adjustments

Lower operating margins at distrilJutlon

operations utilities

Loss of margin from energy ilwestment assets

sold in 2005

Other

Operating margin for 2006

$1,092

60

16

5

(18)

(6i

(7)

(9)

6
$1,139

The results of the wholesale services segment also reflect

improved commel'cial activities of approximately $5 million,

Sequent was able to capture higher seasonal storage margins in

2006 aneJ additional operating margirl opportunities Ixought on

by higher temperatures during the late summer months, This offset

the lower operating margills tl'lat resulted from milder weather ear­

lier in the year.

As a result of decreasing "IYMEX prices, the wholesale serv­

ices segment evaluated the weighted average cost of its natural

gas inventory and recoreleel LOCOM adjustments totaling $113 mil­

IiOI'l during 2006; however. as inventory was physically withdl'2lNn

from storage dUl'ing the year, $22 million of the 2006 adjustments

were recoveleel and reflected in 2006 operating revenues when

Hle origillal economic ,'esults were realized as the related hedgillg

derivatives were settled.

We experienceel increased operating margins at our retail

energy operations segment of $10 million driven by improved retail

Il'largills of $6 million and slightly higher storage alld commercial

margins of $11 Il'lillioll, StOl'age and commercial margins were

driven by improved optimizatioll of storage and transpOl'tation

assets arlCl effective commodity risk management. inclUding net

gains on weather derivatives offset by a $6 million adjustment in

2006 to reduce IllVentory to market for which no LOCOM adjust­

ment was recorded ill 2005, Retai! operating margins Increased

due to ImprolJecl retail price spreads and all increase in the aver­

age number of customers offset by lower customer consumptioll

due to weather that was more than 10% warmer thim tile previous

year and lower late payment fees of $1 million due to an increase

in tile number of customers utilizing payment arrangements.

Operating mar~Jln for the distribution operations segment

decreaseel $7 million primarily from war-mer weCltller affecting

custoiller usage and from our exiting the New Jel'sey and Florida

appliance businesses. Tile margin at Elizabethtown Gas decreased

$3 miliioll with 18'\, warmer weather than in 2005. Virginia Natural

Gas' margin clecreClsed $4 million with 170:;, warmer weather, and

tile margill at Flonda City Gas decreased $2 million with 16%

wariller weather. Further, our exiting from the Nevv Jersey and

FIOl'lda appliance businesses reduced Illar~jln by $3 million. Tilis

margin reduction was partially offset by increased tnmglll at

Atlanta Gas Light of $6 million pnmar-ily fl'Om gas storage carrying

costs from higller average Inventory IJalances and pipeline replace,

ment prograin !'8venues from the continuing expenditures under

tile progl'8m,

Our energy Investments seQment operating margin decreased

$4 million due to the loss of contnbutions from certain assets we

acqUired With the 2004 acqUisition of NUl, but later sold in 2005,
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Our operating expenses irlcreased $1 million or 0.2% fmrn

the same period in. 2005. The following table sets forth tile signifi­

cant components of operating expenses:

I', .
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increase our il'lterest expellse in 2006 relative to the previous yeal',

The il'1crease of $200 million ill average debt outstandillg fOl' 2006

compareel to 2005 was clue to addltiollal debt incurred as a result

of higher working capital requiremellts,

The wholesale services segmerlt reco,-ded $7 million of addi­

tional costs associatecl witrl payroll due to an increased numbel' of

employees to support growth ,md illcreaseel incerltive compensa

tion. whicll is gel'lerally based on Sequent's operating perform­

ance. Bad debt exper'lse for 2006 increased ove,- 2005 primarily In

our retail energy operations segment. The retail ellergy operation's

bad debt for 2006 'Nas SI3 rnillioll, a $3 milliorl increase from tile

same period in 2005, ciriven lJy an increase In the numbel' of

accoullts r'eceivable balances past clue more the1ll (-)0 clays due to

higher natural gas bills,

These increases were offset by :B15 milliorl in lower costs pri­

marily relatecJ to a 2005 restl'ucturing at the c1istl'ilJutlon operations

segment, as a result of a reduction in the workforce ailel elimiila

tiorl of ullilecessal'Y facilities follovvin-:,) trle 200/1acquisition of ~IUI.

All additional $8 iTllllion decrease in operatin'o] expense.s was

related to the operatiol1 of assets, primarily in the el-Iergy in'/est­

ments segment. tllat were originally acquired ill Hie 20011 acquiSI­

tion of NUl alld later sold in 2005

Interest expense fm 2006 increased by 81 '1 million or 13·J,S

as compal'ed to 2005. As illdicatecl in ihe following table. higrler

short-term Intere"t rates and Iligher debt outstanding cornbil'led to

Operating expenses for 2005

Increased depr'eclatioll anel amortization

Increaseel payroll, incentive compensation

and corpomte overllead allocated costs

at wholesale services

Illcreased bad debt expenses at retail energy

operatlolls and distribution operations

Lower expenses resulting from energy Investmellt

8ssets sold in 2005

Lowel' expenses at dlstnbution operations rel8teel

to workforce and faCilities restructurillgs in 2005

arid 2006

Other

Operating expenses for 2006

$650

5

7

4

(8)

(15)

8

5651

1-'·" 2006

$ 123 $ 109

2,023 1,823

6,1 % 6.0%

BasecJ on $733 million of variable-rate debt, which includes

$527 millioll of val'iable-rate short-term debt, $100 million of vari­

arJle-rate senior Ilotes and $106 rnilliorl of variable-rate gas facility

revenue bOllds outsianclillg at Decenlbei' 31, 2006. a 100 basi.s

POil'lt change ill market il'lterest rates fl'OlII 5% to 6 0
)" would result

in all increase in amluai pr-etax interest expense of $7 million.

The irlcrease in income tax expense of $12 millioll or 10°'0

for 2006 compareel to 2005 reflected additional income taxes pl'i­

rnarily due to higher corporate eal'nings year over year. We expect

our effective tax rate for the year ending December 31. 2007, to be

similar to the effective rate for the year ended December 31,2006.

2005 compared to 2004 " Corlsolidated EBIT for 2005

increased by $105 milliorl or 33'};) frolTI the previous year, of which

$56 million related to EBIT contributions fron'l the 200/1 acquisi­

tlOllS of NUl and Jefferson IsleHlcl Storaye & Hub, LLC (Jefferson

Island) arlCl from Pivotal Propalle of Virgillia, Inc. (Pivotal Propalle)

which became operatiol'lal ill 2005, The increase furtllel' reflected

increased contributiollS of $8 r1'1illioll from Atlanta Gas Light in

distribution operations, $11 million from I'etai! ellergy operations

and $3 million from AGL ~ietworks, LLC (AGL Net'Norks! in ellergy

investments. VVI'lolesaie sel'vices' EBIT increased $25 million

pl'lmarily due to increasecl operating margins partially offset by

higl'ler operating expenses. Corporate segmel'lt I'esults improved

by 55 milliOll compared to 2004, plirnal'ily clue to rnerger allel

acquisitioll-relateel costs IllculTed III 2DO/I but Ilot in 2005
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Our operating margin in 2005 increased $255 million or 30')0

frolTI 200Ll, The following tclble indicates the significant changes ill

our operating margin:

Our operating expenses increaseel $1 ~ 5 million or 29% fmm

200/1 The following table sets fortl'l the significant changes in our

operating expenses:

The increase primarily reflects the NUl and Jeffersorl Island

acquisitions and completion of the Pivotal Propane facility in

Virginia, as well as improved margins at SouthStar, Sequent and

AGL Networks Excluding the addition of the NUl utilities, distribu­

tion operations' margins improved by $7 million mainly as a result

of higher plpelirle replacenlerlt revenues anel additional canyirlg

costs chal'ged to Marketers for gas storage, Retail energy opera­

tions' margins increa,sed $111 million, due primarily to higher corn­

moejity margins. Wholesale services' operating margin Increased

$39 million year over' year, primarily due to significant market

volatility following the hurricane activity during the third quarter

and the continuing volatile market conditions during Ihe fourih

qualier of 2005, Energy investments' mar'gins were up $27 million.

prirnarily as a result of the acquisition of ,Iefferson Island 1I'lat con­

tributed $13 million, contributions from NUl's nonutility bUSinesses

of $8 million, contributiorl from Pivotal Proparle of $3 millior'l and

irnproved operating margirl at AGL Networks of 8)11 r1'lillior1,

The iner-ease was pnmarily a result of $1211 million in higher

expenses at distribution operations due to the additiml of NUl, In

acldition, operating expenses at energy irwestments increased

$15 million primarily due to the additiorl of Jeffersonlslalld, the NUl

nonutility assets and Pivotal Propane. Operating expenses at

wholesale services increased $13 million due to irlcreased payroll

and employee incentive compensation costs resultillg from its

operational and financial growth ancl depreciation orl a tradirlg aneJ

risk mclllagement systerTI placecl in service during 200~. Tile

increased operating expenses were offset by lower COI'porate

operating expenses primarily clue to prior-year costs incurred with

merger cmd acquisition activities,

Interest expense for 2005 increased by $38 million or 5/1%

as compared to 20011 As indicated in the tal)le below, higher

short-term irlterest rates and higher average debt outstaneling

corl1bined to increase our ir'lterest experlse in 2005 relative to the

previous year. The incr'ease of $511~1 million in average debt out­

star'lding for 2005 was due to additional del)t incur'red as a result

of the acquisitions of NUl and Jefferson Island and higher working

capital requil'emerlts as a result of higller natur'al gas pnces

Opemtlng margin in 200Ll

Increased operating margin at drstrilJution operations

from acquired utilities

Increased wholesale services cOllllller'cial activities

Increased opemting margills at retail energy operations

Increaseel operatino Illargills at Jefferson Island

Operating margin from energy investment assets

acquired from NUl

Increased operating margin at distribution opemtions,

pnmarlly Atlanta Gas Ligllt

Increased opemting margins at Pivotal Propane

and AGL t\Jetworks

Inventory LOCOM adjustrnents at wholesale ser'vices

t\]et change in the fair value of hedges

at wholesale services
----- - - --- -

Operating margin in 2005

$ 837

167

53

1L1

13

8

7

7

(2)

(12)

$1,092

Operating expenses In 2004

Operating expenses at distr'rbutlon operations

from NUl utilities acqUlreel December 2004

Increased operating expen.ses at wllolesale

services, primarily payroll, Incentive compensation

and depreciation

Operating expenses at energy Investmellts from

NUl-acquired assets

Operating expenses at Jefferson Islanel

Operating expenses at energy Investments from

Pivotal Propane

Other

Operating expenses in 2005

$505

125

13

8

3

3

(7)

$650
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Total inter'est expense

Aver'age clebtoutstanding'

Average interest mte

$ 109

1,823

6.0'10

$ 71

.2711

5.6+(.



The increase in income tax expellse of $27 million or 30%

for 2005 compared to 200~ reflected additional income taxes

of $25 million due to higher corporate earnings year over year and

$2 million due to a slightly higher effective tax rate of 38% for 2005

as compared to 37% in 2004.

Distribution Operations

Distribution operations inclueles our SIX natural gas local dlstrilJu­

tion utility companies that construct. manage and maintain

Intrastate natural gas pipelines and distribution facilities and s8l've

more than 2.2 million end-use customers.

Atlanta Gas Light" This natural gas local distribution utility oper­

ates distribution systems and related facilities throughout Georgia

serving appmxlmately 1.5 million end-use custom81's. Atlanta Gas

Ligllt customer counts are apprOXimately 94% resldelltlal and 6%

commercial or Industrial. Atlanta Gas Light is regulated by the

Geol'gla Commission and its rates are frozen until 2010.

Atlallta Gas Light's natural gas market was deregulated in

1997 With Georgia's Natural Gas Competition alld Deregulation

Act (Deregulation Act). Prior to this act. Atlanta Gas Light was the

supplier anel seller of natural gas to its customers. Today, Mar­

keters-that IS, marketers who are certificated by the Georgia

Commission to sell retail natural gas in Georgia on terrns approved

by tile Georgia Commission - sell n8tur81 g8S to end-use cus­

tomers in Georgia anel handle customer billing functions. The Mal'­

keters file their rates monthly with the Georgia Cormnisslon

Atlallta Gas Light's role inCludes

• distributing natural gas for Marketers

• constructing, operating and maintailling the qas system

infrastructure, including responding to customel' sel""ice calls

and leaks

• readlnq meters and maintallllnq underlying customer premise

information for Market81'S

Elizabethtowil Gas " This mltural gas local distribution utility

opel'ates distribution systems and relateel facilities selvirlg approx,

imately 269.000 customers il'l central ,,\!lei Ilorthwestern New Jer­

sey. Most ElizabethtovJn Gas customers are locateel in densely

populated central New Jersey, where increases in tile number of

customers primarily result from conversions to gas heating from

alternative forms of heating. In the nortllwestern region of the

state, customer additions are driven primarily by new construc­

tion. Eliz8bethtown Gas customer counts are approximately 92~··')
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residential and 8SG commercial or industrial. Elizabethtown Gas is

regulated by the r--Jew Jersey Commissioll and its rates are frozen

until 2010.

Virginia Natural G.as » This natural gas local distribution utility

operates distribution systems and related facilities serving approx­

imately 264,000 customers In soutlleastern Virginia. Virginia

Natural Gas customer counts are approximately 92% residential

and 8% cornmercial or illdustnal. Virginia NatlJl'dl Gas is regulated

by the Virgil'lla Commission and its rates are frozen until 2011 sub­

ject to tr1e terms of Its PBR plan.

Florida City Gas» This natural gas local distribution utility oper­

ates ellstributlon systems and related facilities serving approxi­

mately 104,000 customers in central and southern Florida. Florida

City Gas customers purchase gas primarily for heating water,

drying clothes alld cooking. Some customers, mainly in central

Florida, also purchase gas to provideslJace heating dunng the

winter season. Florida City Gas customer counts are apprOXi­

mately 94% residential anel 6% commercial or industnal. Florida

City Gas IS requlated by the Florida COrllmissioll.

Chattanooga G:?s " Tilis natural gas local distribution utility oper­

ates elistnlJutlon systems alld related faCilities serving appl'Oxi­

mately 61,000 customers in tile Chattanooga and Clevelancl areas

of southeastel'll Tellnessee. Chattanooga Gas customer counts

are approximately 86% I'esidential and 14% commercial or inelus­

tnal. Cilsttsnooga GGS is regulateel by the Tennessee Comlllission.

Elkton Gas» ThiS n8tural gas local dlstnbution utility opel8tes dis­

tribution systems and related facilities serving approximately 6,000

customers in CeCil County, Maryland. Elkton Gas customer counts

are approXimately 92% residential anel 8% commercial or IIldus­

tnal. Elkton Gas IS regulateel by the Maryland Commission.
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The following fable pmvides operafional informafion for our five largesf ufilities. The daily capacity represents total system capability, and

the stor<:lge capacity includes on~systern LNG and pmpane volumes.

Operations

2006 avg. customers (iii tllous8nds)

2005 a\lg. customers (in tliousands)

2004 avg. customer's (in tllousanclsj"

Storage cap8city'

Throughput-2006'

Thmughput - 2005'

Throughput - 2004"

Peak storage capacity'

lV1iles of main'

Heating degree days - 2006"

2006 % wanner than 2005

Heating dewee days-2005'

2005 % colder than 2004

fjeatlng degree days - 2004"

Rates

Last decision on ch,ell'lge irl rates

Authorized retum on I'ate base'

Estim<:lted 200(') retum on rate base'

A.utrlorrzed retuln on equity

EstirnatecJ 2006 retUrtl on equity'

Authorized rate base % of equity'

Rate base includeej in 2006 returilolicquity(in milliclrls)'

',,'/::,,2' ',V'LOG U ,;!j

::1';

Regul2tory Environment» Each utility operates subject to I'egula·

tiOiIS pmvicJed by the state I'egulatory agency ill its service territo'

ries with respect to rates charged to our customers ancJ various

service alKi safety mattel-s Rates char':;Jed to OUI- customers 'Jary

accorclirlQ to customer class (residential. commercial or inclustrial)

and rate jUI'iscliction Rates are set at levels that ililow I'ecovery of

all pl'uclerltly incurrecl costs, inciudlllg C\ return on rate 1)C\se suffi~

cient to pay illterest on debt "md provide a reasonable retUril Oil

common equity. Rate base generally consists of the original cost of

utility plcwlt In service. wOI-king capital. inventories ancl certair; oil-IeI'

assets: less accul11ulatecJ depreciation on utility piallt Irl service.
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1,546 269 264 104 61

1,545 266 261 103 61

1,533 263 256 103 60

48.4 13.0 96 3.6

211 46 33 9 15

232 59 36 10 16

233 65 34 9 16

7.8 0.8 1.6 12

30,284 3,030 5,235 3,207 1,521

2.466 4,110 2,869 696 2,898

(10)'1c) (18)% (17)% (16)% (7)%

2.726 5017 3,465 829 3,1 15

5% 2% 8~{) 00'- 39/0V /0

2,589 4,918 3,214 802 3,010

,Jun. 2005 Nov 2002 Oct. 1996 Feb. 2()()!] Dec 2006

8.53% 7.950,0 9.2"1~;/c, 736'};, 7.13%

8A5% 7.83% 7.65'Yo 7/11% 7,00%

10.9% 10.0'Y", 10,9% 1125% 10.2%

10.73% 9.40% 849% 10,67% 9.01 'Ye

1179';0 53.0% 52.1](:"0 36.8% 35.5(;:0

$1 ,238 $-'117 $351 $120 $102

rlet deferred income tax liabilities ancl certain other decJuctlons.

Our utilities are authorized to Lise a purchased gas acljustl1lellt

(PGA) mechanism that allo'N3 them to automatically adjust their

rates to reflect changes ill trle vvllOlesale cost of natural gas allcJ to

ensure II-Ie utilities recover 1OO~Q of the costs incurred in purchas~

ing gas for their customel-s. We viI'Itinuously IliOllitor the peliorlTl~

ance of our utilities to determine whethel' rates neecl to be further

adjustecl thl-ough a rate case filing.

Straight-Fixed-Variable Rates» Atlanta Gas U:;Jht recog~

Ilizes revelille under a straight~fixeclvariable rate (jesigll whereby

Atlanta Gas Ligllt charges rates to its custorners based primarily



on monthly fixed charges. however the Marketers l)ill these

charges directly to their customers. This mechanism minimizes tile

seasonality of revenues sitlce the monthly fixed cllarge is not volu­

metric and the monthly charge is not set to be dit'ectly weather

dependellt. Weather itldirectly influences the number of customers

that have aciive accounts dUrltlg the heatll'lg season, alld this has

a seasonal impact on Atlanta Gas Light's revenues sillce gellerally

more customers are connected itl periods of colder weather thal'l

irl periods of warmer weather

Weather Normalization l) HIe tariffs of Elizabethtowrl G8S,

Virginia Natural Gas, and Chattclllooga Gas contain WNA provi­

siotls that are designed to help stabilize operatirlg margin results

by increasing base rate amounts charged to customers when

weathel- is INalTnet' tl'lan nOlmal and decreasing amounts charged

when weather is colder tharl normal. The WNA is most effective ill

a reasonable temperature range relative to normal weather using

historical averages. For Elizabethtcwm Gas, the weather normal­

ization provision was rellewecJ In October 200'1 alld is based on a

20-year average of weather conditions.

Virginia Natural Gas received from the Virginia Commission

approval of a weather normalization program in September 2002

as a two-yesr experiment tnvolvillg the use of speCial mtes. In Sep­

tember 2004, Virgillia Natural Gas received appmval from the

Virginia Commission to extend the WNA program for an ac!ditional

two years With certain modifications to the existitlg pt'ogt·am. The

modifications included removal of the commercial class of cus­

tomers fmm the WNA pmgram and the use of a rolllllg 30-year

average to calculate the weather factor that is updated annually.

The resic!ential WNA program was mac!e permanent by Virginia

Commission order in September 2006.

Chattanooga Gas' base rates include d wedtllel' normaliza­

tion provislorl that dllows for revenue to be recogllized bdsecl on a

factor derivelj from average tempemtures over a 30-yem period,

which offsets the impdct of unusudlly colcl or v;artll weather on its

opemtlng income.

Rate Settlement Agreements l) On July 24, 2006, the VltTjlnid

Commission issued dn order approving Virglnid Ndtural GdS' P8R

pldn with modifications, Under the PBR rate pldn. Virginio. Natural

Gas' rates were fmzen as dn Incentive for it to promote cost con­

tdlnment, productivity dllCI rate stability without tmdltiollal rate pro­

ceedings that set rates based on investment, retum and cost of

service. These modifications include a requirement to construct

and repot1 on the progress of a plpelitle connecting Virginid Natural

Gas' northern alKI southern systems dnd reporting requirements

to monitor compliance with the terms of the PBR plan. Virginld

Natural Gas accepted the tenns of the PBR pldn as modified bY'
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the Virgillia Commission in August 2006 The modified P8R plan

was effective August 1, 2006 witll base rates fl'Ozen at current lev­

els for five Y'ears. The estimated cost to construct Hie pipeline is

between $,18 million and S60 million, and the pipeline is expected

to be completed in 2009.

011 June 30, 2006. we filed a general rate case wiHI the Ten­

nessee CornmisSlorl seeking approximately $6 million in illcreasecl

CHlIllial base rates to cover the risllig cost of service at Chat­

tallOoga Gas. Our rate case included a proposal for comprehen­

sil}e rate design, il-Icluclillg an enet'gy conservation program (ECP)

and a conservatiorl al-Id usage acljustlnent (CUAi. The ECP would

provide illcentives for customers to reduce their natul'3l gas COII­

sumption bY' offerirlg rebates for more energy-efficient appliances

and to help customel-s better mallage their enol'gy costs. The CLJA

is designed to mitigate the fil'l3ncial impact on Chattanooga Gas of

expected increased enet'gy conservation by customers tllmugh

rate adjustments.

The Tennessee CommiSSion divided Hle case into two

phases: one phase to examine the revenue t'equirements and

traditional rate design issues and a second phase to review the

CUA anel ECP. Approximately $5 milliorl ot our base rate request

wa", t'elateel to tile revenue requirement. 11'1 Decornber 2006, the

Tennessee Commission 8pprol/ed a settlement agreement between

Chattanooga GdS, the Consumer Advocdte and Pmtection Divi­

sion of the AttorneY' General's Office (Consumer Aclvocate) and the

Chattanooga Mdnufacturers ASSOCiation settling tile revenue

requirements and traclitlonal rate design issues of tile case. The

settlement agreement was effective Jo.nuarY' 1, 2007, dnd proVides

for d base r8te illcredse of approximately $3 million of which

$2 million vvill be an increase In opemting mmgin dnd tile remaining

will be a $1 million shift from WNA to l)ase mtes and Il8ve no ovei'­

all Impact on opemting margin.

The settlement agreement establishes an autllorized return

on equity of 10.2'0,;, fOl' Chattanoog8 Gas, resulting in dn overall

authonzecl rate of rstum of 7.89%. Prior to the settlement dgree­

ment. CIl8ttalloog8 G8S' authot'lzed t'eturn on equity WdS 10,2%

and its ovemll duthonzecl mte of retum was set dt 7.43Or". The sec­

ond pllase of tile Cdse IS scheduled to begin In Febt'umy 2007 witll

a final ruling expected by September 30, 2007.

Customer Demand" Our distl'ibution operations businesses face

competition bdsed on customer preferences fot' natural gas com­

pmed to otller en8l'gy products dlld the comparative pnces of

tllose products. Our pnllcipal competition relates to electnc utilities

8nd oil and propalle proviclers serving the residentidl alld commer­

cial mm1<ets throu~)llout our service meas pnmmily tllroU[jh the

potential displdcement 01' repldcement of natural gdS dppll8.nCeS

p. 43
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with electric appliances The primary competitive factol's are the

prices fm competing sources of energy alKI the desirability of nat­

ural gas I'leating versus alternative heatirlg sources,

Competitioll for space heating and gel'leral household and

small commercial ellergy neeols generally occurs at the initial

installatloll pl'lase wllerl tile custmner or builder makes decisiollS

as to Wllich types of equiplnent to install, Customers generally

continue to use the chosen energy source fm tile life of Hie equip­

ment. Customer demand for natural gas could be affectecl by

numerous factms. including:

• changes in the availability 01' price of natural gas alld otller fmms

of energy

• general economic conditions

• energy cOllservation

le~lislation and regulations

the capability to convert from natural gas to alternative fuels

weatller

new housing St3rtS

In some of our ser\/ice areas. net growth continues to be

slowed due to the nUlllber of customers vvho leave our systems

because of higher natural gas prices allel competition from altema,

tive fuel sources, inclUding Incentives offered by the local electric

utilities to sWitch to electl'lc heat alternatives,

We expect customer growth to improve in the future through

our efforts to obtain new customers and retain existil'lg customel's,

These efforts include working to add residential customers. multi,

family complexes all(1 high-value cornrnel'cial customers that use

Ilatural gas for purposes other than space heating. In additiQi'l, we

partllel witll numerous entities to market the benefits of gas appli­

ances and to identify potential retention options early ill the

process fm those customers who might considel' converting to

alternative fuels

Collective Bargaiiling Agreements" In 2006, a collective bar­

gaining agreel1lellt representil'lg appmximately 300 Atla'lta Gas

Light employees by Teamsters Local 528 was not renewed. As a

result. these employees are 110 longer represented by a bargaining

unit and now fall under our standard human resources pay alxl

bellefit plalls and policies, In January 2007, a majority of Chat­

tanooga Gas' bargaining unit employees submitted a petitiOi'I to

Cilattanoog3 Gas requesting the decertification of the Utility Work­

el's LJlliorl of America, Local 1161, as tlleir bar',jainin',j represei'lta­

tive. Based 01'1 that majority showillg, Chattanooga Gas filed a

petition with the Naticmal LabOl' Relations Board requesting that

the Board conduct a decertification electioll, The deceliification

election is currently scheduled to take place on February 16, 2007.

The followil'lg table provides illforll1ation about the collective

bargaining agreemerlts to which our natural gas local distribution

utilities are parties:

COll'1l1lunicatimls Workers of America (Local No, 1023)

Utility Workers Union of America (Local No. 461)

Intel'national Union of Operatillg Engineers (Local No.17~)

Teamsters (Local Nos. 769 and 385)

Utility Workers Union of America (Local No. ~2~)

Irltemational Brothel'l'lood of Electrical Workers (Local No, 50)
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Elizabethtown Gas

ChattarlOoga Gas

Atlanta Gas Light

Florida City Gas

Elizabethtown Gas

Virginia Natural Gas

Total

8
21

26

50

160

1~1

~06

April 2007

ApI'il2007

August 2007

Mal'ch 2008

November 2009

May 2010
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Results of Opel'atiollS " The following table presents results of

opel'ations fOl' distribution operations for the years ended Decem­

ber 31. 2006. 2005 and 2004

2006 compared to 2005 » EBIT il'lcreased $11 million or'

II"/c in 2006 reflectil'lg a decrease in operatirl~1 experlses of $19 mil­

lion. pal'tially offset by decreased opelating margin of $7 milliclII,

The operating margin decrease of $7 million or 1')0 ill 200(:3

was primarily the result of lower usage resulting from customer

conservation and wanner weatller. Operating margins decre2,sed

$4 million at Virginia Natural C;as. $:3 million at Elizabethtown

Gas and $2 millioll at Floricla City Gas. Also contnbutlng to the

decrease was a $3 million decrease due to our eXit from the ~Iew

Jel-sey and Florida appliance business operations In 2005. These

decreases were offset by Cl net IllCI-ease ill AtlfllltCl (;as Lights

opemting marglll of $6 million consisting of $5 million In gas stor­

age carrying costs alld $2 mil Ii 011 in pipeline replacement program

(PRP) I'8venues. offset prlmCll'ily IJY $2 million as a result of the

effect of the Georgia CommiSSions June 2005 RClte Order.

Opemtlng eX,pellses elecreased $19 mlilioll or 4% In 2006

compared to the same period in 2005, prrmarrly due to lower com­

pensation and faCilities expense of $10 million, resultlllg from a

vlorkforce anel facilities restructuring In 2005. $5 million of reduced

outsiele services and $3 Illillioll III IOIII/er costs due to OUI' eXiting tl-Ie

Clppllallce bUSinesses acqUired With our purchase of NUl, These

cleereClses were offset by a S1 rniliioll Increase III bad delJt expense

prllmmly at Elizabethtowil Gas Liue to higher gas prices III 2006.

Operatlllg expenses also reflect a $2 million net gain compared to

200.5 primailly due to the sale of propel11es In Georgia in 2006.

2006 :21":::~i 2:;'-':

S1,624 $1.753 $1,111

817 939 471

807 814 640

499 518 394

308 296 246

2 3 1

$ 310 $ 299 $ 247

OUI' retail energy operations segment consists of SouthStar. a jOil-lt

verlture owned 70')10 by our sutJsidiary Georgia Natural Gas Corn­

pany. and 30% by Piedmollt Natural Gas (Piedmollt). SouthStar

markets natural gas anel related services to retail customers on an

umegulated basis, principally in Georgiel as well as to commercial

and inelustrial customers in Tennessee, ~lortl'l Carolilla, South Cm­

olilla and Alaban18. During 2006, SouthStar elltel'ed into agr'ee­

ments with custumers in Ollio and Florida to sUiJply natural gas

starting in the fourth quartel' uf 2006.

H1e SouthStar executive conlll1ittee. whid1 acts as the

governing board, is comprised of six nlemtJer's, tllree rel-'reSellta­

tives from AGL Resoul'ces and three from Piedmont. Ullder the

jOil1t venture agreement. all significant management decisions

require tile un8nimous approval of tile SouthStar executive com­

Inlttee; accorelillgly, our 70% finanCial irlterest is consldel'8d to be

noncontrolling. Although our ownership intel'est in the SouthStar

partnership is 70%, SoutllSt8(S earnings are 8!iocated 7.5'!·0 to

us allel 25% to Pleelmont. under an amended Clnd restated Joint

vellture agreemellt executed ill IV1mch 2004. EClmings related to

customel's in Ohio Clnd Florida are allocated 70% to us and 30%

to Pieclmont. We record the emnlngs allocated to Piedmont as Cl

Retail Energy Operations

2005 compared to 2004 » EBIT increased $52 million or

2H" reflecting an increase In operatillg mar'gln of $174 million,

partially offset by illcreased operatillg expenses of $12~ million

Tile businesses acquired fl'Om NUl on November 3D. 2004 COl'I­

tributecl approximately $50 million of EBIT in 2DD5 compared to

$7 rnilliorl in 200L1. This was due to the inciusioll of the full-year NUl

results ill 2005 as compared to the inclusion of one month in 2001,

The 817/1 rnillion or 2Tyo incr-ease in operating mal'gill was

primarily due to Hie addition of NUl's operations, whicll contributed

$167 mlillol'!. The remainder was prirnarily due to $8 milliOI-1 of

11igher operating margin at Atlanta Gas Light. Hie illcrease at

Atlallta Gas Light l'esulteJ primarily from highel' PRP revenues of

$6 million and hirJher revenue of $3 million from additional carrying

charges to Marketers for gas stored. primarily due to Ilighel' gas

prices. Atlallta Gas Light also had approximately $3 million of

increased operating margin from net custornel' gI'OWH1. wllich off­

set a $3 miliioll decrease in operatil'lg revenues that resulted from

the Jurle 2005 Settlernent Agreement with the Georgia Commis­

sion. Operating margin at Virginia r\Jatural Gas allel Cllattanooga

Gas relnclined relatively flat compared to 2001.

The $124 million or 31 % increase in operating expenses pri­

marily reflected tile addition of ~IUI's operations whicll irlcreased

operating expenses by $125 million

1,8802,2422,250

Average end-use customers

(In thousClnels)

Opemtloll and mCllntenance

expenses per customer

EBIT per customer

Opemtlllg revellues

Cost ofgas

Operatlllg rrmgin'

Qperatlilg_l3xpenses

Operating Incorne

Otller income

EBIT'
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minority interest irl our consolidated statements of income, and we

record Piedmont's pOrtiOll of SouthStm's capiLtI as a minority

interest in our consolidated IJali31lce sheets_

Competition" SouthStar competes with otller energy marketers,

illcluding M,xketers in Georgia, to provide naturcd gas alld related

sel-Vlces to customers In Georgia and the Southeast Based on its

market share, SouthStar IS the largest Marketer of natural gas ill

Georgia, with average customers over the last tllree years in

excess of 530,000_

In additiol-l, similar to distribution oper-ations. SoutllStar

faces competition based on customer pl-efel-ences fm natural gas

compared to other energy products and the comparative prices

of HlOse products. SouthStal-'s principal competitiOI'I for other

non-natural gas energy products relates to electric utilities and

the potential displacenlellt or replaceillelit of natural gas appli­

ances with electric appliallces. This competition with other energy

products has been exacerbated by price volatility in the wholesale

natural gas cornrnodity mad<et and related significant increases in

tl-Ie cost of natural gas bi!led to SouthStar's customers, especially

durillg the fourth quarter of 2005 and the first alld second quar­

ters of 2006

Opel'acing Margin" SouthStar generates operating margin pri­

marily in tllme ways_ The first is through the sale of natural gas to

retail customels in tile residential, commercial and inejustrial sec­

tors. primarily ill Geol-gia where SouthStar captures a spread

betweell wholesale and retail natural gas prices. The second way

is through the collection of monthly service fees alld customer

late lJayll1ent fees.

The combillation of these two retail price components is

evaluated by SouthStar to ensure such pricing is stwctured to

covel- related letail customer costs, such as bacl debt expense,

customer sel-vice and billing, and lost and unaccounted-for gas,

ancl to provide a reasol-Iable profit as well as beil'lg competitive to

attract new customel-s and maintaill market shclre SouthStar's

operating IllCll-gil-IS ale impacted by seasmlal weathel', natural

gas prices, customer growth and SouthStar's related rTlarket

share in Georgia, which has histol-ically been approximately 35'.'0.

SouthStar employs strategies to attract and retain a higi IeI' creelit­

quality customer base. These strategies result not only in higher

operating mal-gin, as these customers tenel to utilize hi~Jher- vol­

umes of natural gas. but 21lso help to mitigate bad debt expense

due to the I-ligher creelit -quellity of customers.

The third way SouthStar gellerates mar-gin is throu~]11 its

commercial operations of optimizing storage and trallsportatioll

assets c(;lel effectively rnarlClgil-lg commodity risk, which enables

P 46

SouthStar to maintain competitive retelil prices anel operating mar­

gil!s. SouthStar- is allocated storage cmd pipelille capacity that is

used to supply gas to its customers in Georgia_ Tilrough hedging

transactions, SouthStar manages exposures arisillg from cllallging

commodity prices using natul-al gas storage transactions to cap­

ture Illargill from natural gas pricing differences that OCCUI over

time_ SouthStar's risk m8rlagement policies allow the use of deriv­

ative instrumellts for heelging and risk management purposes but

prohibit Hie use of derivati\Je instruments for speculative purposes_

SouthStal- accourlts for its natural gas inventories at the

lower of weighted average cost or current market price. SouthStar

evaluates tile weighted average cost of its natural gas inventOI-ies

against market prices and determil-Ies whether any declines in mar­

ket prices below the weig!lted average cost are other tllan tempo­

ralY For ejeclines considered to be other than temporary, SouthStar

recolds adjustments to cost of gas in our cOllsolidated statemellt

of irlcome to reduce the weighted average cost of the natural gas

inventory to the current market price. As of December 31, 2006,

SoutllStar recorded a LOCOM adiustmellt of $C'lmillion_ SouthStar

did IlOt record a LOCOM adjustment in 2005 or 200'1_

We have designated a portion of SouthStar's derivative

transactions as cash flow hedges urlder Statement of FinanCial

Accounting Standards (SFAS) I~O, 133, "Accounting for Derivative

Instrumellts anel Hedging ActiVities" (SFAS 133), We record deriv­

ative gains or losses ariSing from casll flow hedges in OCI ctnd

recl8sslfy them into earnings in the same period 8S the underlying

hedged Item occurs and is recorded in eamings. We record any

hedge illeffectiveness, eleflned as vvllen the gains or losses on the

hedging instrument clo not offset and 8re greater than the losses or

gains on the hedged item. In cost of gas in our consolidated st8te­

ment of illcome ill the period III which the ineffectiveness occurs_

SouthStar currently has rninimal hedge ineffectiveness, We have

not designated the I'8malrlder of SouthStar's derivative instruments

as hedges uncleI' SFAS 133 and, accordingly, we record changes

in their fair value in earnings ill the period of change.

SouthStm also enters into we8tl18r derivative Instruments in

order to presel-ve mar~Jills In the event of warmm-tllarl-normal

we8ther In the winter rnollths. These contmcts are accounted for

using the Illtl-illSic value rnetllod under Emerging Issues Task Force

(EITF) Issue No_ 99-02, -Accounting for Weather Denv8tives," The

weatl-,er clerivative COlltmcts COntal1l settlement provisions basecl

on cun-,ulative heatlllg degree d8yS for the covered periocls, In

September 2006, SoutllStm elltel'8d Into weather derivatives

(SW8pS anci optlOllS) for tile currellt wintei' heating seasoll_ During

2006, SouthStm recorded net g8ins Oil these weather deriv8tlves

of approxlfTl3teiy ffi5 milllon_ These gains were largely offset by 8
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Results of Operations" The following table presents results of

operations for retail enel'gy operations for the years ended Decem­

ber 31, 2006 2005, and 200~

Ohio Retai! Market" In August 2006, SouthStar was awarcled

the right to supply approximately a total of 10 Bel of natural gas to

customers of Dominion East Ohio (Dominion Ohio) through August

2008 (approximately 5 Bcf/year), As part of this agreement, South­

Star will manage supply, transportation alld stol'age of natural gas

Oil bellalf of Domillioll OhiO Wilile we do Ilot expect the Dominion

Ohio aCjreement to materially impact our results of operations,

SouthStar's entrallce into the Ohio market is part of its continued

growtll strategy,

2006 2~.'~5 2';).1

$930 $996 $827

774 850 695

156 146 132

68 61 62

88 85 70

(2)

(:23) (22) (18)

$ 63 $ 63 $ 52

533 531 533

35% 35% 36%

38 44 45
'''c;-;;; ", -.:J COiT J:)"',"J ","

r-:::C,i' I

2006 compared to 2005 " EBIT for 2006 was relatively

flat as compclred to 2005, clriven [)y a $10 million increase in oper­

ating margin which was offset by a $7 million illuease in operat­

ing expenses, a $2 million increase in other expense and a

$1 millioll il'lcrease in minority intel'est clue to Hle slightly higl'ler

operatillg Income.

Opel'atillg margill illcreased by 8110 million or 7% drivell by

irllproved retail operating margins of $6 million alld higher storage

margin gains of 81'1 million. Retail operating margins i,·lcreased clue

to improved retail spreads and an increase of approximately 2,000

average customers ill 2006 compared to 2005, offset by lower

customer consumption due to weather that was approximately

10'>':' wanner tl'lan 2005 allcl conservation Late payment fees were

S1 millioll lower in 2006 as compared to 2005 clue to more cus­

tomers being Oil payrnellt arrangements ill 200(:3 Additionally.

retail operating margins decreased compared to 2005 due to

hlgllel' interruptil)le margills in 2005 eli'iven by peaking sales during

Average customers (In thousands)

Market share In Georgia

Natural gas volumes(Bcf)

Operating I'evenues

(;c)~tofgas .

Operating margin'

QiJeratlng expenses

Operating income

Other expense

Minority Interest

EBIT'

Impact of Volatility in Natural Gas Prices» SoutllSta(s operat­

ing margin and EBIT frolll the sales of natural gas to retail cus­

tomers were affecte,j by lower average usage In pad due to

conservation anel higher bad debt as a result ot higher and more

volatile natural gas prices during the 2005-2006 heating season,

SouthStar was also affected when natuml gas pnces further

declined at the end of 2006 resulting ill a LOCOM adjustment

to invelltory.

SouthStars operating margin and EBIT associated with the

optimrzation of storage and transportatioll assets and cOllllTIodity

risk management dUI-ing 2006 were affected by the declll'le in

wholesale natural gas prices. In 2005, natural gas prices were sig­

nificantly higher in part due to gas supply disruptions brought on

by hurricanes Katl'ina and Rita For derivatives not designated as

hedges under SFAS 133, SouthStar generally records fair value

losses as rlatural gas prices deuease and fair value gains as natu­

ral gas prices increase,

SouthStar's bad debt expellse was $13 11111 lion for 2006, a

$3 million increase from 2005. The increase ill bacl debt was

impacted by an increase ill the amount of accounts receivable

balances past due more than 60 days and the expectation that a

majority of trlese past clue accounts will not be collected, In addi­

tion, $1 million of aged deposits were applied to SouthSta(s bad

debt on a one-time basis in 2005 SouthStar entered into pay­

ment arrangemellts with these customers in all effort to help cus­

tomers pay their higher natural gas bills durirlg the 2005-2006

heating season. We expect that SouthStar's collection efforts vvill

continue to help Initlgate the overall impact of bad elebt expense

as a percentage of operating revenues, which were 1.~ % for the

year ended December 31 2006 compared to approximately 1.1 %

(excluclil'lg the one-time application of aged deposits) for Hle

same period In 2005 We further believe that SouthStar's higrler

cr-edlt-quality customer IJase mitigates our exposure to IlicJher bad

debt expenses,

SouthStm also has experienced lower average usage per

customer dunng 2006. compared to the saille penod ill 2005 due

to a number of factol's Including warmer weatiler and the effects of

customer consel'vatlon. TilOUgh these two factors have con­

trilJuteci to a $16 million unfavorable impact on operating margin,

Ilet of gains on we<Jtl-,er clerivatlves. relative to wholesale prices

and normalized tempemtures, SouthStar acilleved a net illcrease

In operating margin of $10 million for 2006 compareel to 2005.

corl'esponcling loss of operatillg margin clue to the warm weather

the heelge was desiglled to protect against.
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clwtailments, Storage margins were drivel'l by improved optimiza­

tion of storage and transportation assets anel effective commodity

risk management illcluding net gains on weather derivatives, Stor­

age opemting margins wem irnpacted by an adjustment i,'1 2006 of

$6 million to reeluce invelltmy to market for which no LOCOM

aelJustment was recorded in 2005,

Operating expellses increaseel $7 million or 11 % primarily

due to higher bael debt expense of $3 1Tliliion, increaseel deprecia­

tiOll of $1 milliorl due to the irnplementatiorl of system enha,'lce­

ments. rligher outside service costs of $1 nlillion principally drivel I

by the current-year implementation of a new energy tradillg aneJ

risk management (ETRMJ system and S~1 milliml from increases il'l

othel general corporate overhead costs,

The retail ener'gy operations segment made a $2 rnillio!l char­

itable contribution in 2006. Minority interest increased $1 million as

a result of increased operating Income in 2006 compal'ed to 2005.

2005 compared to 2004 » The $11 million or 21 'Yo Increase

in EBIT for 2005 was drivel I by a $11 million increase ill operating

margill and a $1 million decrease in total operating expenses, offset

by a $'1 million increase in Ininority illterest due to higher earnings

The $1!J milliOl1 or 11 % increase in operatillg margirl was pri­

marily tile result of higher commodity margirlS ancl pOSitive margirl

captured vvitll SouthStars storage assets. offset by lower' cus'

tomer uS8ge and lower 18te p8yment fees re!atlve to 2004.

There was a slight decrease In opemtlng expenses In 2005

compared to 2004. Tile decrease was primarily due to $1 million

In lower b8d debt expense resulting from ongoing collection

process improvements. Minority Interest increased $4 millioll or

22% as a direct result of Increased opemting income in 2005

compared to 2004.

Wholesale Services

Wholesale services consists of Sequellt. our subsldialy involved il'l

asset management. tmnsr.'ortation, storage. producer and peaking

services anel wholesale marketillg. Our asset rnanagernellt busi­

ness focuses on capturillg economic value from idle or underuti­

llzeel natural gas assets. which are typically amassed by

companies via investments in or contractual ri~lhts to natura! gas

transportation alld storage assets. IVlargin is typically created in

thiS business IJY partiCipating III transactions that balance tile

Ileeds of varYing rnmkets and time horizons.

Sequent pmvldes customel's with nCltural gas from the rnajor

proclucing regions Clnd market hubs primmily III the eClster'l' Clncl

miel-continental Unlteci States. Sequent purchClses transportCltion

and storage capacity to meet Its delivery requirements anel
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customer obligations il'l the marketplace, Sequent's customers

benefit from its logistics expertise and ability to eleliver natural gas

at prices that are advantageous relative to otller alternatives avail­

able to its customers. In 2006, Sequent elltered into an agreemellt

whicl'l should facilitate the expansion of its operations into the

westem Ulliteel States and Canada mid plal'ls to pursue additiol'lal

opportuilities irl these regions eluring 2007. Sequellt contillues to

vvork on projects and tr211lSactions to extend its operating terr'itory

anel is enterrng irlto agreements of longer duration, as well as eval­

uatillg oPPol'tunitles to expand its business focus and models,

Seasonality" Fixed cost commitments are generally il'lculTed

evenly over the year, while margins generated through the use of

the assets are generally greatest in the winter heatillg season and

occasionally ill Hle summer due to peak usage by power genera­

tors in meeting air-conditionillg load Tllis i,'lcreases the seasonal­

ity of Sequellt's business, generally resulti!'lg in higller margins in

tile first 2md fourth quarters,

Competition J> Sequent competes for asset management bUSI­

ness with oHler enerGY wholesalers, often througll a competitive

bidding process. There has been significant cOllsolidation of

energy wholesale op8l'ations, particularly among major gas pm­

ducers Fina!lcial institutions have also entered the mal'ketplace,

As a result. energy wholesalers llave become increasingly willing to

place bids for asset management trans8ctions that are priced to

captul'e market share. We expect this trelld to continue in tile neal'

term. w~lich could r'esult in cJownwarcJ pressure on the volume of

transactions arId the related margins available in this portion of

Sequent's busilless,

f',sset Management Transactions » Our asset management CLlS­

tomers Inclucle our own utilities. nonaffiliated utilities, Illunlcipal

utilities and large Industrial customers. These customers must

independently contract for ti'2nSpoliatioll and storage capacity to

meet tl18lr demands. allcJ tlley tYPically contract for this cap8clty

011 a 365-day basis even though they may only need a pcrtion of

the capacity to meet tl'lelr peak demands. Sequent enters into

agreements wltll tl'lese customers. either thl'Ough contract assign­

ment or agency arrangeillellt. whereby Sequel It uses the cus­

tomers' rights to transportation and storage capacity during

periods when customei's c!u not Ileecj it. Sequel'lt captui'es 11Iai'gin

by optimizing the purchase, transportation. storage and sale of

Ilatural gas. alld Sequellt typically eitl'ler shares plofits \"lim cus'

tamers or pays them a fee fOl' using their assets,
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The following table provides aelelitiol"lal information 01"1 Sequent's asset management a~lreernerlts with its affiliated utilities.

Elkton Gas

Chattanooga Gas

Atlanta Gas Light

Elizabethtown Gas

Florida City Gas

Virg inial'laturaJC3.as

Total

S"I'-' ;'>-:,"f.l s ,,;~~ 19 ;fO:;SB '--=:-118

E>:'lJ'atc',d"-\,,, ~_____ ~-~':i ~·:_8~1!_ Til:.") ',f f"lf: .~l· ,J~:Li' e lee 2006 .2c:~:-,

Mar 2008 Monthly Fixed-fee (A) $- $- $-

Mar 2008 Annual!y Pmfit -sharing 500/0 4 2 1

Mar 2008 Semi-annually Profit -sharing 60% 6 II I]

Mar 2008 Monthly Fixed-fee $,1 4

Mar 2008 Annually Profit -sllaring 50~/a

Mar 2009 Annually Profit-sharing (8) 2 5 3

516 $11 $ 8

In January 2006, the Georgia Commission extended tile

asset management agreement betweell Sequent and Atlanta. Gas

Ligllt for two aelelitional yeEU"s. In addition, Sequent's asset man­

agement agreements With Chattanooga Gas and ElktOll Gas were

extended for all aelelitlonal year through Marcil 2008.

Transpmtation Transactions" Sequent contracts for natural gas

tmllsportatlofl capacity allo partiCipates in trallsactions that mall­

age the natural gas commOdity and transportation costs to result

in the lowest cost to serve Its various ITl8rkets. Sequent seeks to

optimize thiS process on a daily basis as market conditions change

by evaluating all the natural gas supplies, trallsportation alterna­

tives and markets to which It has access and identifying the least­

cost alternatives to serve the various markets. ThiS enables

Sequent to capture geographic pricing differences across these

various markets as delivered gas prices cllange.

As Sequent executes transactions to secure transportatioll

capacity, it often enters into forwarel fincJllcial contracts to hedqe

its pOSitions, The hedging instruments are derivatives, and Sequent

reflects cllanges in the derivatives' fair value in its reported operat­

ing results, Dunng 2006, Sequent reporteel gains of $12 million

associateel ,vitil transportation cap8clty hedges, The m8Jority of

this amount will be reversed during 2007 as tile POSitions me set­

tled, Sequent did not report allY significant gains or losses on

these types of hedges du,"ing 2005 or 2001]

Produce, Services" Sequent's producer services business pi'i­

marily focuses on aggregating natul"81 giJS supply from various

slnall and medium-Sized producers located tilroUghout the natura!

gas production areas of the Uilited States. principally in the Gulf

Coast regloll, Sequellt prOVides pmducers With certain logistical

and risk man8gemellt Sel"VICeS that offer plOducers attractive

options to move their supply into the pipeline griel. Aggregating

volumes of 1"latural g8S from tllese producers allows Sequent to

provide markets to proelucers who seek a reliaiJle outlet for their

lIatural gas production,

Peaking Services" Sequent gellerates operatlllg margin through,

aiTIon\j other tllings, the sale of peaking services, which Includes

receiving a fee from affiliated and nonaffiliated customers that

gU8i"antees those cllstomers will receive gas under peak condi­

tions, Sequent Incurs costs to support its obligations under tilese

a\jreements, which are reduced ill whole or in part as the matching

olJligations expire. Sequent will continue to seek new peakill\j

tl"8nsactions as well as work toward extending those that are set

to expire,

Credit Rating" Sequent has certain tmde and Gedit contracts

that have explicit minimum credit rating requirements, These credit

ratlllg requirements typically give coullterparties the right to sus­

pend Oi" terllllnate credit if our credit ratings are c!owngraded to

lion-Investment grade status, Under such Circumstances, Sequent

would neecl to post collateral to continue transacting with some of

ItS counterpartles, Posting collateral would ilave a ne\jative effect

Oil our liqulclity, If such collateral were not posted, Sequent's ability

to continue trans8cting with these counterparties woulel be

Irilpaireel, If at DecemlJel 31, 2006 our credit ratings hael been

downgracled to non-illvestment grade, the required amounts to sat­

Isfy potelltial collateral demands under SUCil agreements between

Sequent ailel ItS counterparties would h,Jve totaled S10 million,

Ellergy M<lrketlflg alK1 Risk Managsmellt Activities " We

account for derivative transactions In connection vvith Sequents

ellergy marketing activities on a fair v,llue basis in accorelance With

SFAS 133, We recOl'd eleriv8tlve eliergy cOlnllloe!ity contmcts

(illcluding botil physical tralls8ctions and financial instl'ulllents) at

fair value. with unrealized gaills or losses from challges in fair value

reflected ill our earnings ill the period of change,
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The sources of Sequent's Ilet fair value at December 31

2006 are as follo\Ns. The 'prices actively quoted" category repre­

sents Sequent's positions in natural gas, which are valued exclu­

sively using NYMEX futures prices. "Prices provieled by otller

extemal sources" are basis trallsactions that replesent Hle cost to

transpmt the COllllTiodity from a NYMEX delivery poirlt to the con­

tract delivery pOlrlt. Sequent's basis spreads are primarily based

on quotes obtained eltller tllroUgh electl'onic tl'adlng platforms or

directly from brokers.

Sequent's energy-trading COlltracts are recorded on an

accwal basis as required under Hle EITF Issue No. 02-03, "Issues

Involved in ACCOUlltillg for Contracts under EITF Issue No. 98-10.

'Accounting for Contracts Involved in Ellergy Trading and Risk

Management Activities'" (EITF 02-03.1 rescission of EITF 98-10,

uiliess they are derivatives that must I-Je recorded at fail' value

uncleI' SFAS 133.

As shown in the table below, Sequent recorded a net umeal­

ized gain related to cllanges in tile fair value of derivative instru­

ments utilized in its energy marketing and nsk management

activities of $132 ITlillion duril'lg 2006, $30 million of unrealized

losses elurillg 2005 and unrealized gaills of $22 milliOll during

200/1. Tile tables below illustrate the charlge in the net fair value of

tile derivative instl-uments and energy-tradi:'lg contracts dUl'ing

2006, 2005 alld 200L1 and provide details of tl'le Ilet fair value of

contracts outstanding as of December 31. 2006,

2006 2( .15

S (13) $ 17 $ (5)

17 !~7) 11

115 17 11

'~~:lS P'.c.:e::;

Mature through 2007 $21 $80

Mature 2008-2009 6 8

Mature 2010-2012 2

IVlature after 2012 2

Total Ilet fall' value $27 $92

Mark-to-Market Versus Lower of Average Cost or Market»

Sequellt purcllases natural gas for storage when the current mar­

ket price it pays plus the cost for transportation aneJ storage is less

than the market price it could receive ill the future. Sequent

attempts to mitigate substantially all of the commodity price risk

associated with its storage portfolio Sequellt uses derivative

instruments to reduce the risk associated vVlth future cllanges in

the price of natural gas. Sequent sells NYMEX futures contracts or

other over-the-counter derivatives in forwald months to substan­

tially lock ill the profit margin it will ultimately realize whell tile

stored gas is actually soleI.

We view Sequent's trading margins fl'Om two perspectives.

Fi,'sf, our commerCial decisions are based on economic value.

WlllCll IS defined as the lockecl-in gain to be realized In the state­

ment of inconle at tile time tile physical gas is wltlldrawn from

storage and Ultimately sold anel the dellVatlve instrumellt used to

hed(,Je natural gas price risk on that physical storage IS settled.

Second IS the GAAP-reporteel value both prior to and at the pOint

of pllysical wltlldmvval. The GAAP amoullt IS impacted by tile

process of accounting for the finanCial hedging Instruments in

interim periods at fair value between the tinle tile gas is injected

IlltO storage allel when It IS ultimately Withdrawn and the financial

instruments ale settled The change III the fair value of the Iledging

Illstruments IS recognizeel in earnings in the perloel of cllange and

is characterized as unrealized gains ai' losses.

Natura! gas stored in inventory is accounted for differently

tllall the denvatlves Sequent uses to mitigate the commodity price

nsk assoCiateel wltll ItS storage pOlifollO. The natural gas that

Sequent purcllases ancllllJects Into storage is accounted for at the

lower of avelage cost or current market value. The derivatives that

Sequent uses to mitigate commodity price risk are accounted for

at fair value and marked to market each period. This difference In

accounting treatmellt can result in volatility in Sequent's reporteel

results. even though the expected profit margin IS essentially

ullchallged from the date tile tl'8nsactlons were cOllsumrnated.

Tilese accounting differel~lces also aftect the comparability at

Sequent's period-ever-penoel I'esults. sillce charlges ii-I forwalTI

f\IYMEX prices eJo not increase and elecrease on a consistellt basis

from year to year Durillg most of 2006, Sequent's I'eported results

were positively impacted by decreases in forward NYMEX prices

(5)

17

$22

17

(13)

$(30)

(13)

119

5132

Net fair value of COlltracts

outstanding at beginning of period

Contracts realized or otllerwise

settled durirlg period

Change in net fair value of

contract gains

Net fair value of new COl'ltracts

elltereclillto during period

Net fair value of contracts

outstanding at erlel of period

Less net fair vaiue of contracts

outstanding at begillllilig ofperiod

Unrealized gain (loss) related to

changes in the fail value of

derivative instlurnellts
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which resulted in Hle recognition of unrei;l lizecl gains, In contrast, during most of 2005, Sequent's reported results were ,'Iegatively impacted by

increases in forward NYMEX prices wllicl"l resultecl ill ti,e recognition of unrealized losses, although to a lesser extent. During 200~, the reported

results were not as sigr'llficantly affpctel:lby changes in forward NYMEX prices, As a result, unrealized gains during 2006 had a positive impact

(W, the favorable variallce between 2006 ancl 2005 and unrealized losses durirlg 2005 Ilad a negative Impact on the favorable vmiance betvveell

2005 alld 200;1,

Storage Inventol'y Outlook» Trle follOWing graph presents tile NYMEX forwarcl natul3l gas prices as of December 31. 2005, September 30,

2006, and December 31,2006 for tile period of January 2007 through March 2008, 81lCi reflects the prices at which Sequent could buy natural

gas at the Henry Hub for delivery in the same time penod.

NYMEX Forward Curve
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Sequent's expected wlthclrawals fronl pllysical salt-dome and reservoir storage are presented in the table below alollg witll the

expected gross rllargin, Sequent's expected ~Iross Illargin is net of the il'llpact of I'egulatoly shClrill~1 ariel reflects the 81ll0unts that it would

expect to realize in future periods based on tile ill\lentory withdrawal schedule al'le! forward natural gas prices at December' 31, 2006.

Sequent's storage inventory is hedged '!lith futures, arid as shown below, the I'~YMEX short positions are equal to the physical long posifIOI-IS.

Wllich results ii-I an overall locked,in mar'gin, timing notwitllstanding Sequtmt's physical salt-c.ioille and reservoir ljolUnles are presented in

I\lYlv1EX equi\/alent contract units of 10,000 million British thermal units (MMBtu),

0' rJl. ~.'" 2:-.; ~;' ()1 Ll2

Salt-dome 412 7 419

Reservoir 850 1 96 116 1,063

Total volumes 1,262 1 96 123 1,482

Expected gross margin (in millions) $9 $- $- $4 $5 $18
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2006 ~:/J~~ 'lU;'"

$182 3)95 $54

43 3 1

139 92 53

49 42 29

90 50 24

(1)

$ 90 $49 $24

2.20 2 17 2.10
"':"'0, i::SIT 2,1' :<.,,,,~::,I ,r;,::;

..v~~l_ Iles-.::,:" -j.'~;

1'-, 2006 2r"Jr)c~ 1~;!_"1

Gain (loss) on storage hedges $ 41 $ (71 $ 5

Gain Oil trallsportation hedges 12

Commercial activity 107 102 49

IllIJelltory LOCOM, net of

Iledglng recoveries (21) (3)

Operating margin $139 $ 92 $53

2006 compared to 2005 " The inuease In EBIT of M 1 mil­

lion or 84% ill 2006 comparecJ to 2005 was primarily due to an

increase in opereltillg margin of $47 million partially offset by an

il'lcrease in operatillg expel'lses of $7 million.

Sequent's operating margin increased by $47 millioll or 51 %

primarily due to improved commercia! opportullities associated

with larger seasonal storage spreads dLlI'il'lg the first half of 2006

anel above-average temperatures during the late summer months,

Tilese conditions offset the impacts of milel weather' during the

winter and early summer 211ld the lower level of market volatility

that we experienced compared to the hurricane activity in the Gulf

of Mexico in 2005

Additionally, the 2006 reported results wele positively

impacted by forward NYIVIEX prices 1l10villg downwar'cl and the

narrowing of future seasonal spreads which resulteel in the

recognition of $<11 mililorl of gains on Sequent's economic storage

hecJges ill corltrast to the prior period when forward prices

Incre21sed anel resulted in the I'ecognition of $7 millio'] of hedge

losses Durillg 200f:i. Sequerlt also recognizeel $12 million in gaills

associated with financial instrUlllellts used to heclge its transporta­

tion capacity. There were no significClllt gains or losses associ8ted

with trallsportation hedges recognized in the prior pertod,

The following table indicates the significal'lt changes in

opemting margin for the years ellCied December 31,2006,2005

and 200~'

Pilysicalsale~ VOIUnl~SJBcf/elay)

Operating revenues

Cost of sales

Operating margin'

OperatingexPElnses

Operating income

Other eXfJens~s

EBIT

Results of Operations" The following table pl'esents results of

operations for INholesale services for the years encled December 31.

2006. 2005, alKI 2004.

Park and Loan Transactions» Sequent routinely enters into park

arld loan transactions wiHI various pipelilles which allow it to park

gas on or borrow gas from the pipeline in one per'iod elilel reclaim

gas from or repay gas to the pipeline in a subsequerlt period. Tile

economics of these transactions are evaluated and price risks are

managed in rnuch the same way traditional reservoir aneJ salt­

dome storage transactions are evaluated and mallaQed

DurinQ the spring arid summer months of 2006, Ilatural gas

prices were significantly lower tllan the futures prices for tile

upcomillg winter months. As a result, Sequent has entered into

trarlsact'Olls to park natural gas with the pipelilles during the sum­

mer and receive the I'latural gas back during the winter.

Sequent enters into forward NYivlEX contracts to hedge its

park allel loarl transactions. While the hed(Jillg instruments miti(;IClte

the prrce I'isk associated with the delivery Clild receipt of natural

gelS, they call also result in volatility in Sequent's reported results

durtng the period IJefore the Initial delivery or ,-ecelpt of natural gas.

DUrtll\j this period, if the forward NYMEX prices in the months of

dellvely and receipt do Ilot change III equal amounts, Sequent will

report a net unrealized gain or loss on the heclges.

Althougll Sequent's qumtel'ly results were modestly

impacted by unrealized hedge losses eJurtng 2006, on an annual

baSIS Sequent elid not I'8port any significant gains or losses on

park and loall hedges elurtn\) 2006, 2005, or 2004.

As of December 31, 2006 the weighted average cost of nat­

ul'al gas ill inventory was $5,52 for physical salt-dome storage ancl

$5,18 for physical reservoir storage These costs reflect adjust­

merits that were r'ecorded at the ellCi of each quarter ill 2006 in

order to reduce the value of Sequent's Ilatural gas irlventory to

mar'ket value at certain locations. Sequent reduced the illverltory

value by $9 million after regulatory sharing fm the quarter' ended

December 31 and lJy $~3 million for the year ended December 31,

2006, These adjustrnerlts negatively impacted Sequent's reported

earnin(;ls. However, as tile canyirlg value of the il'lventory was

reduced, the expected gl'Oss margin ill the table alJove increased

by a,l equal and offsettin(J amount. Sequent recovered $22 million

of the aggregate $43 million of gross mar'gin reductions durirlg

2006 and expects to recover the majority of tile remainder durinQ

the first quarter of 2007, as both the inverltory is withdrawn from

storage and sold and the hedging instl'uillellts in place to lock irl

the original margins on the storage frallsactions are settled and

recmded in our earnings.
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The positive impact from the price movements in 2006 was

partially offset by LOCOM adjustments that Sequent recmded at

certain storage locations during the year in order to reduce the

calTying value of its natural gas inventol'y to current market prices

trl 200() , Sequent recorded a total of $113 million in LOCOM adjust­

rnents: however $22 rTlillion of the adjustments wel'e recovel'ed

during the period as the affectecl inventory was withdrawil from

storage and sold arid the hedging instruments in place to lock in

the original margins on the storage transactions were settled. Irl

2005, Sequent recorded LOCOM adjustments of $3 million.

Operating expenses increased by $7 million or 17}6 primarily

due to higher costs associated with an increase in the number of

employees to support Sequent's growth anel adciitional incel'ltive

compensation costs elirectly related to strollgel' fillancial perfol'm­

ance in 2006, as well as a I'ligller percentage of corporate over­

he3d costs thelll in 2005, primarily due to Sequent's gl'Owth. The

increased expenses were partially offset by lower costs associated

wiHl outside services and other expenses.

2005 compared to 2004 }) The increase in EBIT of $25 mil­

lion or 1011 % ill 2005 compmed to 200,1 was primarily clue to an

increase il'l operating margin of $39 million partially offset by an

Increase in operating expenses of $13 million.

Sequent's operating margill increased by $39 million 01' 74%

primmily due to the significant effects of the Gulf Coast Ilurllcanes

during tile third qual1er of 2005 and lingering mmket disruptiollS

3nd pllce volatility throughout tile fourth qumter. For tile first nine

montlls of the yem, reported operating margins were similar to that

of the prior yem, with quarterly decreases being offset by qum­

terly increases, Hovvever, during tile thir'd quarter of 2005, while

Sequent created substanti31 economic value by serving its cus­

tomers during the storms, tile reported operating margin was neg­

atively Impacted by accounting losses associated with storage

Iledges as a result of increases in forward NYMEX prices of

approximately $6 per MIv1Btu. DUl'ing tile fourtl1 quarter, natural

gas pnces continued to be volatile in the aftermath of the hull'!­

canes and Sequent was a<)le to further' optimize its storage alKI

trallsportation positions at levels in excess 01 the pnor yea I', In

Zleldltlon, previously repol1ed Ileelge losses were pal1ially recovered

dunng the fourth quarter as NYMEX prices decl'8ased approxi­

mately $3 per' IvIMBtu,

Operating expenses Increased by $13 mililoll or 45°b due

to aelditlonal payroll assOCiated with Increased headcount and

increased employee incentive compensation costs drivell by

Sequent's operational alld linal1cial gl'Owth and depreCiation

expense in connectioll with a new ETRIV1 system, Wilich was

implemented during the fourth quarter of the prior yeZlr.
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Energy Investments

Jefferson Island}> This wholly owned subsidiary operates 3 salt­

dome storage and 11Ub facility in LOUISiana, apprOXimately eight

miles flom the Henry Hub. Tile storage facility is regulated I)y the

LOUisiana Department of Natural Resources (Louisiana DNR) ane!

by the FERC which ilas Ilmiteel regulatory authonty over the storage

and transportatloll services. The faCility consists of two salt-dome

gas storage caverns witil approximately 9.72 Bet of total capacity

alld about 7.23 Bcf of working gas capacity, The facility has

approximately 0.72 BcUciay withdrawal capacity and 0.36 Bet/day

injection capacity. JefferSOll Island provides storage and hub serv­

ices through its direct connection to the Hemy Hub via the Sabine

Pipelille and its interconllectioll witll seven other pipelines in the

area. Jefferson Isl3llCl's entire portfolio is under finn subscription

for the 2006-2007 winter perioeL

III August 2006, the Office of Milleral Resources of the

L,ouisicma DNR inforrned Jeffel-son Island that its nllnerallease­

which authorizes salt extl'action to create two Ilew storage cav­

ems-at Lake Peigneur had been terminated. The Louisialla DNR

identified two bases for the termination: (1) failure to make certaill

mirliilg leasehold payments in a timely mannel', and (2) the absence

of salt mining operations for six months.

In September 20m." Jefferson Island filed suit agaillst the

State of Louisiana to rnairltain its lease to complete an ongoing

Ilatural gas stol'age expansion prOject in Louisiana. The project

woulel add two salt-elorne storage caverns un,jer Lake Peigneur

to the two caverns cun'8l'ltly owned and operated by Jefferson

Island. III its suit, JeffersOll Island alleges that the LouiSiana DNR

8ccepted all leasehold payments without reservatioll and never

provided Jefferson Island with Ilotice and opportullity to cure, as

required by state law. In its answer to the suit' the State denied

tllat anyone with proper authority approved late paymel'lts. As to

the second basis for tenllillation, the suit contends that Jefferson

Island's lease with the State of Louisialla was amended in 2001\ so

that mining opel'3tions me 110 longer requireel to maintain the lease.

The State's C:\Ilswer denies that tile 2004 amenclment was properly

authol-izecl. We continue to seek resolution of this dispute and we

are optimistic that a settlement can be reached With the State of

Louisiana that would allow us to proceed witll the expansion. If we

are unable to reach a settlement' we are not able to prellict the out­

come of the litigation. As of Janu31-y 2007. our current estimate of

costs incurred that would be cOllsidered unusable if tile Louisiana

DNR was successful In terminating our lease and caLising us to

cease tile expansion project IS apprOXimately $8 million.
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Golden Triangle Stmage " In December 2006. we announced

plans to build an approximate $180 million rlatural gas storage

facility in the BeaLlI'Tlont. Texas area In the Spindletop salt dome.

The project will COl'lSISt of two ul'lderground salt-dome storage

caverns approximately a halt, mile to a mile below ground that will

Ilold about 12 Bel of working natural gas, or 17 Bel total storage

capacity. Golclen Triangle Storage expects to finalize engirleerillg

plans alld ol'Jtairi regulatory permits to begin constructiurl in 2008.

The fil'st salt,dome cavern is expected to begin operations in 2010,

aM the secolxl cavern is expected to begin operations in 2012.

Pivotal Propane" II'I 2005, thiS Wholly owned subsidiary com­

pleted the construction of a propalle ail faciliN ill the Virgirlia Nat,

ural Gas service area tllat prOVides up tu 0.03 Bcf/day of pl'opalle

air on a 1O,elay-per-year basis tu sel''./e Virgi'lia Natural Gas' peak,

il'lg needs.

AGL Networks l> This wholly owned subsidiary provides telecom,

munications conduit and dark fiber. AGL Networks leases clilel sells

ItS fiber to a vmiety of customers in the Atlanta, Georgia and

PhoeniX, Arizona Illetmpolitan areas, With a small presellce in

other cities in the United States. Its customers incluele local,

regional and national telecommunications companies. internet

sel'vice providel's. eeJuccltiunal institutions and other commercial

elltities. AGL Networks typically provides undergroul'ld conduit

ane! dark fibel to its custorners under leasing arrangemellts vvith

terms that vary from one to twenty years In adeJitiorl, AGL Net­

works offels telecormTiunicatiol!s COi'lstruction services to compa­

Ilies AGL ~letwol'ks' competitors are 311)1 entitles that have laid or

will lay conduit anel fiber on the same route as AGL Net\Norks III

the I'espectilfe metropolitan areas.

Results of Operations}) The following table presents results

of operations fm energy investments for tile yems ended Decem

ber 31. 2006. 2005 and 2004.

I",'· oJ ~:'; 2006

Operating revenues S41 SSG S25

Cost of sales 5 16 12

Operating margin' 36 40 13

Operatlllg e;<pellses 26 23 8

Opel'atlng Income 10 17 5

Otherincoille 2

EBIT' $ 7
: ";82'" ~'O:;
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2006 compared to 2005 }) The $9 "lilliull or 47% decrease

in EBIT is due primarily to tile loss of operatillg margin and other

income contributions from the 2005 sale of certain assets that we

originally acquired witl'! tl'le 200~ ilCquisitiol1 of NUl and an increase

in operatillg expellses due to higher busilless developrnellt

expellses and Increased costs at Jeffersml Islanc! uffset by lower

expenses related to the sale of trle formeI NUl assets in 2005

Operating mal'gin decreased .:];'1 miilion 01' 10% largely due to

the loss of $9 million of operating margin cOlltributions from certaill

assets we acquired with the 200/1 acquisitiun of NUl but sold ill

2005. JeffersOl'! Island's operating Illargin increas8d by $1 milliorl

compareel to tire prior year. in part due to increases in both firm and

inten'uptible margin opPoltunities. AGL Networks' operating margin

inueas8d by $1 million due to a larger customer base. Pivotal

Propane contr'ibuteel a $2 millioll increase primarily in the first quar­

ter of 2006 as it dieJ 1101 IJecome operatiollal until April 2005.

Opel'8.til1~1 expenses increc1::3ed $3 million or 13'!'0 cO"lpared

10 2005. OperatillQ expenses at Pivotal Pro,oalle increaseel as it elid

not become opera1lonaluntil April 2005 Jefferson Island's operat,

irlg expenses irlcreased by $2 million due to the installation of new

compression equil)lllent and higher' legal costs and propel'ty

taxes. Additionall;. project cmd corporate developmerlt costs

Increased S9 rnilllOll. These costs were offset by decreased upel'

ating expenses of S8 million resulting from tile 2005 sale of cmtain

assets trlat we originally acqUired With tile 2004 acqUisition of NUl.

Other income decreased by S2 million clue to the loss of earnings

contributions from certain assets we acquired witll tile 2004

acqUisition of NUl but sold in 2005.

2005 compared to 2004}) Tile S12 million or 171 ')oj, Increase

III EBIT III 2005 was primanly tile result of Increased operatlrl~J mar,

gin of $27 Illllllon. offset by $15 millio!llil higiler operating expenses.

Of tile $27 million or 208% increase In operati!lg margin,

$13 million resulted frolll Jefferson Islanel. $8 million resulted from

NUl's non utility l1USInesses and :D3 million (8sulted from Pivotai

Propane. AGL Networks contrrbutecl 84 million primarily as a result

of recurring r8\1enues from fiber leasing activities of $1 mlliloll anel

construction 8!lcllleW busilless actiVities of $3 million.

Of the S15 mlilioll or 188% increase In operating expenses.

ffi8 mill 1011 lesulted from NUl's nOllutllity businesses. 83 11111110n

resulted from Jeffel'soll Island and $;3 million resulted from Pivotal

Pmoane. ,I'IGL Networks' operating expellses were relatively flat ill

2005 as compareel to 2004.
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Corporate

Resu!ts of Operations» The followil'lg table Ixesents results of

operations tor OUI' corporate segment for the years ended Decem­

ber 31, 2006, 2005 and 2004,

Our corporate segment Inclucles our nonoperating bUSiness units.

illcludlng AGL Services Company (AGSC) and AGL Capital Corpo­

ration (AGL Capital) ..AGL Capital provides for our ongoing tinancing

Ileeds througll a commercial paper program, the issuance of van­

ous debt and hybrid securities, and other financing arrangements,

Pivotal Energy Development coordinates among our related

operating segments, the development. construction or acquisition

of assets In the southeastern, mid-Atlantic and northeastern

regions in order to extend our natural gelS capabilities alld improve

system reliability while enhanCing sel'vice to our customers in

those areas, The focus of Pivotal Energy Developmerlt's commel'­

cial activities is to improve the economics of system reliability and

natural gas deliverability In these tmgeted regions,

We allocate substantially all of AGSC's opel'ating expenses

and interest costs to our operating segments in accordance witll

various regulations, Our corpol'ate segment also includes illter­

company elimirlations for transactiol'lS betweell our operating

bUSiness segments, Our EBIT results include the impact of these

allocations to the vanous operatirlg segments, The acquisition of

additiorlal assets, sucll as NUl and Jefferson Islalld, typically

enables us to allocelte corporate costs across a larger number of

businesses ami, as a result, lower the relative allocations charged

to those bUSiness units we owned prior to the acquisition of the

new busirlesses,

the seasonal nature of the natural gas business and our result­

ing Silort-term borrowing requil'8ments, which typically peak

dLll'lng colder montlls

increased gas supplies required to meet our customers' neeels

dUring colel weather

• cllanges in wholesale prices and customer demand for our

products and services

regulatory changes alKI cllanges In mtemaking policies of regu­

latory commlssiollS

contractual casll obligations "md other commel'cial commitments

interest rate cflanges

pension and postretiremellt fundirlg requirements

changes in irlcome tax laws

margin requirer'nents I'esulting frolll significant irlcreases or

clecreases in our commodity prices

operational risks

• the impact of natural disasters, including weather

Liquidity and Capital Resources

To meet our capital alld liqUidity requlI'ements we rely on operating

casil flow; short-term borrcwillgs under our commercial paper

progr'am, which is backed by our Credit Facility; borrowings under

Sequent's and SouthStar's lines of credit; and borrOWings or stock

issuances in the long-term capital markets, Our issuance of vari­

ous securities, including long-term anel short-term debt, IS subject

to customary approval or authOriZation by state and federal regu­

latory bodies incluelillg state public service commissions and

the SEC, Furthermore, a substantial pOliion of our consolidated

assets. eelrllings and casl'l flow is del'ived from the operation of our

regulated utility subsidiaries, whose legal authority to pay divi­

deneb or make other distributions to us is subject to regulation,

Tile availability of borrowings under our Credit Facility is limited

an,j subject to a total debt-to-capital ratio fini.'lI'Icial covenant spec­

ifieel witllill the Credit Facility, which we cUITently meet

We will cOl'ltinue to evaluate our need to increase available

liquidity based on our view of working capital requirements,

including the impact of changes il'l natural gas prices, liquidity

requirements established by rating agellcies and other factors

Adclitiorlaliy. our liquidity and capital resource requirements Illay

chal'lge in the futul'e due to a number of other factors, some of

which we cannot control, These factors Include:

The corporate segnlerlt is a nonoperating segment. As such,

changes in EBIT amounts for the indicateel periods reflect tile rela­

tive changes irl various gel'leral and administrative expenses, such

as payroii, benefits mid incentives. anel outside services

2006 ,,().)S :.::: (; ~ 'cf

$(156) $(182\ $(185)

(157) 82) (184)

1 (Ii

9 6 12

(8) (6) (13)

(1 ) (5) (3)

$ (9) $ (11) $ (16\

:-::.';;-1 t,:,

2006

S 55 $ 57 $ 48

36 34 32

41 43 29

50 57 50

"

(173) (185) (147)

$ 9 <Z: G $ 12'"

Payroll

Benefits anelillcentives

Outside services

All otller e.><oenses

Allocations

Total operatinp expellses

I,'"

Operating revenues

Cost of sales

Operating margin'"

Opemting expellses'

Operating loss

Other expenses
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Contractual Obligations and Commitments" We have il'lcurred various contractual obligatiOl'ls and financial comrnitrnents in the normal

course of our operating and flnancirlg activities Contractual obligations illclude future cash payments required under existing contractual

arrangernel'lts, such as elebt and lease agreements. These obligations may result from both general financing activities and fr0l11 commerCial

arral'lgements tl'lar are directly supportecJ by relateel revellue-proelucing activities, The following table illustrates our expected future contrac­

tual obligations as of December 31, 200b.

li~ lo:.

Illterest charges'

Pipeline charges, storage capacity and gas supply""

Long -term debl'

Short-term debt

PRP costs'

Operatillg leases

ERC'

1 1 -::,:[

$1,398

1,91b

1.b22

539 539

35

32

13

$1,159

$198

625

82

"17

18

$970

S 177

389

300

85

3 L]

5"1

$1,039

$ 924

IJ(31

1,322

35

57

11

$2,810

We calculate any reqUired pension contributions uSing the

projecteei unit credit cost method, Undel' thiS meUlod, we were not

required to make any pension contl'ibutioll in 200b, but we volun­

tarily made a $5 million contribution in October 200b, See Note 1

"Employee Benefit Plans," for additional pension informatiol'j

We also have incurred various financial cornmitments in the

normal course of business. Contingent financial COnlnlltments rep­

resent obligations that become payable only if certairl preclefirled

events occur, sucll as fillancial guarantees, ailel il'lclude the nature

of the guarantee alld the maximum poterltial amount of future pay­

ments that could be requirecJ of us as the guarantol'. Trle following

table illustrates our expecteel contillgent financial corlll'nitments as

of Decembel' 31, 200b.

p.56

Stane1by letters of credit,

performance/surety bollds $14 $12

,.\1

1-'~'E:'='-;-;5-

$2

Casil Flow from Operating Activities" We prepam OUI' state­

ment of cash flows using the indirect method. Under this method,

we reconcile lIet incorne to cash flows from operating activities by

adjusting net illcome for tllose items tllat impact net income but cJo

not result in actual cash receipts or paYl11el'lts during the pel'iocJ.

These recollcilillg items include depreciation, changes in risk man­

agel11ent assets cmd liabilities, undistributed eamings from equity

Investments, changes in deferred illcome taxes. gains 01' losses all

the sale of assets and changes in tile consolidated balallce sheet

for working cclpital from the beginnillg to the emJ of the period.

Year-aver-year cilanges in our operating cash flows al'e

attributable pnmal'ily to wOl'king capital challges within OUI' distri­

bution operatiol1s, whclesale services and retail energy operations

segments resulting fronl tile ill1pact of weather, the price of natural

gas, the til11irlg of customer collections, payments for natural gas

pUl'chases ancl cJeferred gas cost recoveries

We generate a lal'ge portion of OUI' allnual net income arid

subsequent increases in our accounts receivable in tile first mid

fourth quarters of each year due to significant volumes of natural

gas elellvered by distribution operations and SouthStar to our cus­

tomers during the peak heatirl~! seaSOI1. In alJditiol'l, our natul'al

gas in'Jelltories, 'Nhich usually peak on November 1 are largely



cJrawn down in the heating seaSOll and provide a source of casl'l

as nlis asset is used to scltisfy willter sales demarKI.

During tl'lis period, our accounts payable increases to reflect

p8yments clue to proviclers of the natural gas commodity and

pipeline carJacity. Tile value of the natural gas commodity can vary

significantly from olle period to the Ilext as a result of volatility III

tile price of natural gas. Our Ilatural gelS costs and deferreel pur­

chased natural gas costs due from or to our customers I'epresellt

the difference between natural gas costs that we have paid to sup­

pliers ill the past and amounts that we have collected from cus­

tomers. These Ilatural gas costs can cause significant variations III

cash fiolNs from period to perior)

III 2006. our net cash flow provided from operating activities

was $35'1 11lillion, an increase of $274 million or 3'13'Xefrom tile

same perioel of 2005. The illcl'ease was primarily a result of higl'ler

earnillgs in 2006 of $19 ITlillion, the recovery of WOl'killg capital

dUl'il'lg 2006 that was deployed in 2005 due to the significantly

higher commodity pl'ices alld the amount of workillg capital

required durillg the last quarter of 200'1 whell prices were signifi­

cantly lower. Contributing to this increase was a elecrease in the

alllOunt of rlatural gas purcllaseci for inverltory at Sequel'lt and our

utilities of $157 mililorl as a result of milel weather in the prior heat­

illg season and tllerefore higher inventol'y Oalilnces for the current

heatlllg seilson.

In 2005, our net cmh flow provided from operating ilctlvltles

was $80 million, a decrease of $207 million or 72% from tile same

period of 2004. Tile decrease was primmlly a result of increased

working capital reqUilements including increased spending of

$183 million for seasonal inventory injections in aclvance of tile

willter sales demancl. We spent more on these Injections in 2005

primarily because of higher natul'al gas prices due to the effects of

tile hurricanes in tile Gulf Coast I'eglon and the full-year impact

associated Witll the purcllase of Ilatural gas for the utilities

acquired in November 2004 from NUl, pnnclpally Elizabetlltown

Gas. These illgher natural gas pllces resulted in a 45'Y, Increase in

tile average cost of our natural gas Ilwentories.

Casil Flow from Investing .Activities )) Our investing actiVities

consisted pnnlarily of property, plant and equipmellt (PP&E)

expenditul'es and our acquisitions of NUl for $116 million ancl Jef­

ferson Islanel for $90 million in 2004. Additiollally ill 2006. we

r'8ceivecl approximately $5 million for the sale of lanel assOCiated

with former operating sites. in 2005, we sold our 50% Interest In

Saltville Gas Storage Company (SaltVille) and associated sub­

sldianes for $66 million to a subsidiary of Duke Energy Corpora,

tlon. We acquired SaltVille through our acquisition of NUl. In 2004.

we sold our genel'81 and limited pmtnersllip Interests in US
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Propmle LP which WclS a joint verllure formed in 2000, for $31 mil­

lion. The following t8ble pl'Ovides additional information on our

actual and estimated PP&E expenditures,

I,,' 2C:;;,1 2006 ",::;:,,1

COllstruction or preservation

of distributloll facilities $159 $144 $135 $64

Soutllern Natural Gas pipeline 32

PRP 35 31 48 95

Pivotal Propane plant 29

Jefferson Island 53 20 8 2

Telecomlnunications 3 3 1 5

Other' 28 55 43 69

Total $278 $253 $267 $264
I E~;l'''._:k ;

"
:.')<.i •\ -. ""~ 1

The decrease of $1,1 million or 5% ill PP&E expel',ditures for

2006 compared to 2005 \NelS primal'ily due to trw $32 million

acquisition of a 250-mile pipeline in Georgia from Southern Natural

Gas (SNGl in 2005 and $7 million for construction of distribution

facilities in Georgia. Trlis was offset by hlgiler expenditures of

$8 million at the corpol'ate segmellt primarily on intormation tech­

nology projects. $12 million at Jefferson Island on its expansion

project arllJ $5 rnililoll at retail energy opel'8tiorls plimarily due to

the implementation of a new energy trading and risk management

(ETRi\i1) system and enhallcements to tile retail billing system.

Tile Increase of $3 mlilioll or 1% in PP&E expenditures for

2005 compaled to 2004 was primarily clue to the $32 million

acquiSition of tile SNl~ pipeline in 2005 and increased expenclitures

of $71 million for tile construction of distrilJution facilities, incluelillg

$27 million at Elizabethtown Gas and Florida City Gas, botll of

which were acquired in November 2004. Also contl'ibuting to tile

increase was $6 million of additional expellditures at Jefferson

Island Wilicil completed a capital prOlect to improve ItS compres­

sion capabilities. These illcreases were offset by reduced PRP

expenditures of $47 million due to the rate case settlement agree­

ment between Atlanta Gas Ught alld tile Georgl8 CommiSSion tllat

extellCied tile program to 2013. reduced expenditures of $29 mil­

lion at the Pivotal Propane plant 111 Virginia as nlost of ItS construc,

tlon expenditures were illcurreel ill 2004 anci reduced expenditures

at Sequent as ItS ETRi\i1 system was implemented In 2004.
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MD,&A

We expect our future PRP expenditures will primarily include

larger-diameter pipe than in PI'IOI' years, the majority of which Is

located in more densely populated areas. The following table pro­

Vides more informatiorl on our expected PRP expenditures.

Dec. 31, 2006

S 539 14%

1,622 43

2,161 57

1,~09 43

53,770 100%

Uc·:; :':

:£ 522 1/1%

1,615 ~5

2,137 59

1,499 11

$3,636 100%

equity

Short-term debt

Long-term debt'

Total debt

Comillon shareholdel's' equity

Total capitalization

Short-term Debt" Our short-term debt is composed of

borrOINil'lgs under our commercial paper' program, lines of credit at

Sequent, SouthStar alld Pivotal Utility. the current portion of our

Our credit ratings may r)e subject to revision or withdrawal at

8I'ly time by the assigning I'3til-lg organization, and each rating

should t,e evaluated independently of any other rating. We cannot

ellsure that a mting will remain in effect for any given period of time

or that a rating will not be lowered or withdrawn entil-ely by a rating

agellcy If, in its judgment, CllTumstarlces so warrant. If the rating

agencies downgracle our ratings, particularly below investment

grade, it may significantly limit our access to the commercial paper

market "md our borroWing costs would increase. In adcJltlon, we

would likely be required to pay a higher interest rate In future

fllvlIlcings. and our potential pool of investors and funding sources

would decrease.

Our debt instruments and other financial obligatiorls include

proviSIOIlS that. If not complied with. could require early paymellt.

additional collateral support or similar actions. Our most Important

default evellts include mailltaillirlg covenants with respect to a

maximum leverage ratio, insolvency events, nonpayment of sched­

uled principal or interest payments. and acceleratioll of othel­

finallcial obligatiOl'ls and challge of control provisions. Our Credit

Facility's flllal'lcial covenallt requires us to mail'ltaill a ratio of total

debt to total capitalization of IlO gl'eater than 70 llo: however, our

goal is to maintain tllis ratio at levels betweell 50% ancl 60% We

am curmlltly In compliance willi all existing delJt proVisions 8ncJ

covenants. For more inform8tloll on our debt, see Note 7 ;'Debt."

We believe that accomplishing these cElpitaliz8tloil objec­

tives and maintaining suffiCient cash flow me necessary to mEllntElln

our investmellt-gmde creellt ratings and to 8110w us access to cap­

ItElI at reasonable costs. Tile components of our capital structure,

as of tile dates Indicated, are summarized In the following tables.

38

44

120

$237

F-2

A­

StalJle

$ 35

P-2

B8a1

Stable

107

144

147

337

735

S&P

A­

A-2

BBB+

NegElti\Je

Corpomte ratin~J

Commerciai paper

Senior ullsecured

REltings outlook

2007

2008

2009

2010-2013

Totals

Cash F!ow from Financing Activities" Our financing activities

are primarily composed of bOITOINings and payments of short-telm

debt, payments of medium-term notes. borrowings of senior

Ilotes, distributions to minority interests, cash divldencls on our

common stock issuances, and purchases ,md ISSUElnCes of treEls­

ury shmes. Our cElpitalizatlon and fin8nclllg strategy Is intended to

ellsure tllElt we are properly cElpitallzed witll the appropriate mix of

equity allCl debt securities. Tilis stmtegy Includes active manage­

ment of the percentElge of totElI debt relEltlve to totElI cElpitElllzation.

appropnElte mix of clebt witll fixed to floating interest rates (our

vmialJle delJt tmget is 25'}(, to 45% of total debt), as well ElS the

term and Interest rate profile of our debt secunties. As of Decem­

ber 31. 2006. our vanElble-rate debt was $733 million or 34'1;) of

our totElI delJt This Included $527 million of vanable-mte short­

term debt $100 million of vmlElble-rate senior notes Elnd $106 mil­

lion of variElble-rate gElS faCility revenue bonds. In 2005, our

variable-l'3te debt was also 311 % of our total debt

We also work to maintain or improve our credit ratlllgs on

our debt to effectively manage our eXisting financing costs ,md

enhmlce our ability to raise additional capital on favorable terms.

Factors we consider important in assessing OUI- credit ratirlgs

include our balal1ce sheet leverage, capital spending, emnings,

cash flow gel-Ieration, available liquidity and ovel-all busilless risks.

We do IlOt have allY trigger events il'l our debt instruments that are

fiecl to cllanges in our specified credit ratings or our stock price

and have not entered irlto any agreements that would mquire us to

issue equity basecl 01'1 credit ratings or other trigger events. The

table below summarizes our credit ratillgs as of December 31.

2006. wilich reflects IlO change fmm last year.
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• the maintenance of a ratio of total debt to total capitalization of

no greater tllan 70'1,)

• the contillued accuracy of representations and warranties COI1­

talned In the agreement

As of December 31,2006 and 2005, we had no outstanding

bon'owings under the Credit Facility, However, the availability of

borrovvings ancl unused availability uncleI' our Credit Facility is lirn­

ited ami subject to conditions specifiecJ within the Credit Facility,

which we currently meet. These conditiol'ls include:

1112006. we extencled Sequent's two lines of credit througrl

JUl'le 2007 and August 2007. in additioll, we extended Pivotal Util­

ity's lille of cr-edit through August 2007, Tilese unsecured Illles of

cree,it are unconditionally guaranteed by LIS

In I\lovember of 2006, SouthStar closed a five-year $75 mil­

lion credit faCility, This facility Will be used for wOI-king capital needs

and generai corporate needs, At December 31, 2006, them l!Vere

no outstanding borrowings on thiS line of credit.

Long-term Debt» In May 2006, we used the proceeds from

the sale of comrnercial paper to redeem 2)150 rnillion of junior sub­

ordinated debentures and to pay a $5 million note representing

$1 !l8
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Share Repurchases» In March 2001 our Board of Direc­

tors approved the purchase of up to 600,000 sll8xes of our com­

rnon stock to be used for isSUatlCes under the Officer Incentive

Plan. During 2006, we purcllasecl 32,801 shares. As of Decem­

ber 31, 2006, we hacl purchased a total 286.567 shares, leavlnfJ

313,433 sllares available for purcllase,

our investrnent in our Capital Trust, previously included in notes

payable to trusts. In JUlle 2006, we issued $175 million of 10-year

senior notes at an interest rate of 6.375% and used the net pro­

ceeds of $173 million to repay the commercial paper, In January

2007, we used proceeds from tile sale of commer'cial paper to

redeem $11 million of 7% medium-term notes previously sched­

uled to mature in JamJary 2015,

Interest Rate Swaps)} To maintain an effective capital

structure, it is our policy to borrow funds using a mix of fixed-rate

debt and var-iable-rate debt. We have entered into interest rate

swap agreemel-Its for the purpose of hedging the interest rate risk

associated with our fixed-rate ancl variable-rate debt obligatioll.

Minority Interest )} As a r-esult of our consolidation of

SouthStars accoullts effective January 1, 2004. we recorded

PiecJmont's portion of SouthStar's contributed capital as a minority

interest in our consolidated balance sheets and included it a.s

a component of our total capitalization, A cash distribution of

$22 million in 2006, $19 millioll in 2005 and $1 IJ million in 200IJ for

SouthStar's dividend distributions to Piedmont were recorded in

OUI consolidated statement of cash flows as a financing activity.

Dividends on Common Stock » In 2006, we made

$111 million in cornman stock divideml payments. This was an

increase of $11 million or 11 % frorn 2005. whrch resulted frorn

increases in the arnount of our quarterly cornman stock dividends

per share, In 2005, we made $100 million in common stock divi­

dend payments. ThiS was an Increase of $25 rnillion or 33% from

2004, The Increase was clue to our 11 rnillion sllare cornrnon stock

offering in Novernber 2004, wilich Inereased tile nurnber of shams

outstandinrJ, and the Increases in the amoullt of our quarterly

cornmon stock dividends per share,

In tile last three fiscal years, we have made the follOWing

increases in dividerlds on our comrnon stock, For information

about restrictions on our ability to pay diviclencls on our cornrnon

stock. see Note 6.

$850

32

$882$1,020

$1,000
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Dec. 31, 2006 [Ie:. 2. 1 .:.J;~G3

Unused availability uncleI'

the Creclit Facility

gash anel casll equivalents

Total cash alKI available liquidity

under the Credit Facility

medium-term notes and the current portion of our capital leases,

Our short-term debt fillancillg gel'lerally illcreases betweell June

and December because our paYITlel'lts for natural gas and pipeline

capacity al'e gerlerally made to suppliers prior to the collection of

accounts receivable from our customers. We typically reduce

short-term debt balances ill the spring because a sigllificant por­

tion of OUI' current assets are cOllverted into casl-I at the encl of the

winter heatirlg season.

In i~UgUSt 2006, we replaced our plevious Credit Facility with

a new Credit Facility that supports our commercial paper pl'Ogram,

Undel- tile terms of the new Credit Facility. the aggregate principal

amount available has been Increased fronl 8850 million to $1 billion

and we can request al'l option to increase the aggregate principal

amount available for bOITO'Nillg to 2)1.25 billion on not more them

three occasions during each calendar year. This Credit Facility

expires August 31, 2011. The incl-eased capacity uncleI' our Credit

Facility illcreases our ability to borrow under our comnlercial paper

program. Our total cash alld available liquidity under our Credit

Facility as of the dates inclicatecl are shown in the table below,
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In February 2006. our Board of Directors auHlol'izeda plan

to purdlase up to eight million shal'es of our outstanding commOil

stock over a five-year period. These purchases are illtenclecl prill­

cipally to offset share issuallces uncleI' our employee and non­

employee clirector incentive compensation plarls mId our divider'ld

rernvestment and stock purchase plarls. Stock purchases under

this program may be made in the opell market or in private tral'lS­

actions at times and in amounts that we deem appropriate. There

is no guararltee as to the exact number' of shares that we will pur­

cllase, and we can terminate or limit the program at any time. We

will hold the purchasecl shares as treasury shares During 2006.

we repurchased 1,027,500 sflares at a liveighted average price of

$36.67. For Illore information on our share repurchases see Item 5

"Market fOl' the Registrant's Common Equity Related Stockholder

Matters and Issuer Purcl'lClses of Equity Securities"

Shelf Registration» We cLJrI'ently have remainirlg capacity

under an October 2001 shelf registration statement of approxi­

mately $782 million. We may seek additional financing througll

debt or equity offerings in the private or public markets at any time.

Critical Accounting Policies

The preparation of our fillancial statements requires us to make

estimates and judgments that affect Hle reported amOLmts of

assets, liabilities. revenues and expenses and the related disclo­

sures of contingent assets and liabilities. We based our estimates

01'1 historical experience "md various other assumptions that we

believe to be reasonable under tile circumstallces. "md we evalu­

ate our estimates on an ongoillg basis. Our actual results may

differ from our estimates Eacl'l of tile following critical accounting

policies involves complex situatiolls requiring a high degree

of judgment either in tl'1e applicatioll alld interlxetatioll of existing

literature or in the dev810pment of estimates that impact our fil'lan­

cial statements.

Pipeline Replacenlent Progr8n"l »Atlanta Gas Light was orderecJ

by the Georgia COlllmission (through a Joint stipulation between

Atlanta Gas Light and the Commission staff) to undertake a PRP

that would replace all bare steei alld cast iron pipe in its system in

the state of Georgia within a 1O-yeal' period begilliling October 1,

1998. Atlanta Gas Light Identifiecl and ill accordance with this stip­

ulation, proviclednotice to the Georgia Commission of 2.632 miles

of bare steel ane1 cast iron pipe to be replaced.

On June 10, 2005, the Geol'gia CommiSSion approvecl a

Settlement AIJl'eelllent with Atlanta Gas Light that. among otller

thillgs, extends Atlanta Gas Light's PRP by five years to require

that all replacements be completecl by December 2013. The tilllillg
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of replacements was subsequently specified in an amelldment

to the PRP stipulation. This amendmel"lt, which was approl/ed by

the Georgia Commission on DecemlJer 20.2005, requires Atlanta

Gas Light to replace ali cast iron pipe and 70 e};] of all bare steel

pipe by December 2010. The remaining 30% of bare steel pipe

is required to be replaced by Dec'ember 2013. Approximately

131 miles of cast iroll and (.,04 miles of bare steel pipe still require

replacement. If Atlanta Gas Light does not perform irl accordance

with tile illitial anel amended PRP stipulation, it call be assessed

cel'tain nonperformance pel'lalties. HOl/vever, to date, Atlanta Gas

Light is in full compliance

The stipulation also provides for recovery of all prudent costs

incurred uncleI' the program, which Atlallta Gas Light has recorded

as a regulatory asset. The regulatory asset has two componellts:

• the costs incurred to date that have not yet been recovered

through rate riders

• the future expected costs to be recovel'ed through rate riders

The cletermill3tioll of future expected costs involves Judg­

ment Factors that must be considered in estimating the future

expected costs are projectecl capital expellditure spending,

InclueJil'lg labor and material costs, al1d the remaining infmstructure

footage to be replaced for the remaining years of tile program.

Atlanta Gas Ligllt recorded a long-tenn liabrlity of $202 million as

ot December 31, 2006 and $235 million as of December 31, 2005.

which represented engineering estimates for remainlllg capital

expenditure costs in the PRP. As of December 31, 2006, Atlanta

Gas Light had recorded a current liability of $35 million. represent­

Ing expected PRP expenditures for the next 12 mOllths. We report

these estimates on an uncliscounted basis. If the recorded liability

for PRP hacl been higller or lower by $10 million, Atlanta Gas

Light's expected recovery would Ilave chan[Jed by approximately

$1 million

Ellvironmelltal Remediation Liabilities» Atlanta Gas Light hrs­

torically reported estimates of future remediation costs based on

probabilistic Illodels of potential costs. We report these estimates

on an undrscoullted basis. As we COlltillLle to conduct the actual

remediation and enter cleanup contmcts, Atlanta Gas Light is

Increasingly able to prOVide conventional engineerillg estimates of

tile likely costs of many elements of its remediation prograill.

These estimates contain variOUS engilleering uncertainties, and

Atlanta Gas Ligllt continuously attempts to refine and update

these engineering estimates.

Our latest available estimate as of December 3 L 2006 for

tllose elements of the remediation program with in-place con­

tracts or engineering cost estimates is $13 million for Atlanta Gas



Light's Geol'gia and Florida sites. This is an increase of $1 milliml

from the December 31. 2005 estimate of IJrOjected engineel'illg

al'lei in-place contracts, resulting frorn irlueased cost estimates

during 2006. For elements of the remecliatioll progmln whel'e

Atlanta Gas Ligrlt still cannot perform engilleering cost estimates,

corlsiderable variability remains in cl'ic,ilable estirnates The esti­

mated remaining cost of future actiollS at these sites is $14 mil,

lion, Atlallta Gas Light estimates certain other costs it pays

related to acllTlInisterillg the remediation program and remediation

of sites currently in the investigation phase, Beyond 2008, these

costs call1lOt be estimated,

Atlanta Gas Light's ell\Jironmental relTlecliation liability is

illcluded in its corresponding regulatory asset As of DecemtJer 31,

2006, the regulatory asset was $104 million, Wilicll is a comlJi,',a­

tion of the accrued remediation liability ami unrecovered cash

expenclitures. Atlanta Gas Light's estimate does not include otller

potential expenses, suerl as unassertecl property damage, per­

sonal illJury or natural resource damage claims, unbucJgetecl legal

expenses, or other costs for which it may lJe held liable but with

respect to which the amourlt canllot be reasonably forecast.

Allal'lta Gas Ligilt's recovery of er1\Jirorlll1ental remedidtiorl costs is

subject to review by the Georgia COlnmissioll which may seek to

clisallO'iv the recovelY of some expenses,

III New Jersey, Elizabethtowil Gas is currently cOllducting

remediation actiVities with oversigllt from the New Jersey Dep8l't­

ment of Environmental Protection, Althougll tile 8ctual tot81 cost of

future environment81 investigation and remediation efforts cannot

be estimated with precision, the 18l1ge of re8sonarJly probalJle

costs is $60 million to $118 million, As of December 31, 2006, we

Ilave recoreleel a I!ability of $60 million,

The Nevv Jersey Commission has autllorized EIIZ81Jetiltown

G8S to recover prudently incurred remediation costs for the i'lew

Jersey properties through Its r'emediatlon adjustment clause, As

:'1 result. Eliwbethtown Gas has recorded a regul8tOl'Y :'1sset of

approximately $66 million, inclUSive of Interest, as of December 31,

2006, reflecting tile future recovel'y of botl-! IIlcurred costs and

future reilledlat,on liabilities III trle state of New Jersey Ellz8betll­

town Gas I13S also been successful in recovering a portion of

remediatioll costs incurred in New Jersey from its Insumnce carn­

ers anel continues to pursue additional recovery, As at Decem­

ber 31, 2006, the variation betweell tile amounts of the

environmental remecliatlon cost liability recorded in ti,e consoli­

dateel balance slleet and the associ8ted re~iulatory asset IS Liue to

expenditures fur environmental investigatiol1 and I'emeeliation

exceeding recoveries from ratepa'lel's anel insulance carriers,
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We also own several former NUl remediation sites located

outside of New ,Jersey, One site, in Elizabeth City, North Carolina,

is subject to all order by the NOlih Carolina Department of Environ­

mellt al'ICl Natural Resources, Preliminary estimates for investiga­

tion and remediation costs I'ange from $10 million to $17 mill ior1.

As of December 31 2006, we had recoreied 8 liability of $10 millioll

related to this site Tilere is anothel' site in North Camlil'la wller'e

investigation and I'elliediatiot'l is probable, althuugh 110 regulatory

OtTjer exists and we do not believe costs associatecl with this site

can t,e reasOl'lably estlmatecl In addition, tllere are as many ciS six

other sites with which NUl had sOrrle association, althoug!'1 no

basis for liability Ilas been asserted We do Ilot believe that costs

to investigate and remediate these sites, if any, can be t'easollably

estimated at this time

With respect to these costs, we currently pUl'sue or interld to

pursue recovel'y from ratepayers, former OV'II'lers and operatOl's 8nd

il'lsLlI'ance can'iers, Although we IIave been successfui ill recovering

a portion of these remediation costs fl'Olll our irlSUrElllCe uniers, we

are riot able to express a belief as to the success of additional

recovery efforts, We ar-e working with Hle regulatory agencies to

pl'udently IIId/lage our' remediation costs so as to mitigate the

impact of such costs on both ratepayers and shareholders,

Del'ivativ8S and Hedging Activities)} SFAS 133, as updated by

SFAS No 149, ",~mendmel'lt of Statement 133 on Derivative

Instruments 81'Id Hedgillg Activities" (SFAS '1491, establislleej

accoulltin\j ancl reporting staJlclmcls which require tl'l21t every deriv­

ative financial itlstrument (inclucling certain cleril/atlve instrumellts

embedcJeej ill other' contracts) be recorded in the balance sheet

as eitller an asset or liability measured at its fair value. However,

if the derivative trallsaction qualifies for and is designated as a

norillal purchase and sale, it is exempted from the fair value

accoulltir',g tl'eatnlent of SF,~S 133, as updated by SFAS 1/19, and

is accounted fOl' using tmditional accrual accourlting

SFAS 133 requi"es that chan~!es in the derivative's fail' value

be recognized currently In earnings uiliess speCific Iledge account­

Ing criteria are met. If the derivatives meet tllose criteria, SFAS 133

allows 3 elell\latlve's gaills and losses to offset relateci results 011

the hedged Item In tile Income statement in the case of a foil' value

hecl\je, or to record the gains and losses in OCluntl1 maturity in tile

case of a casll flow hed~!e, Additionally, SFAS 133 requires that a

company fmmally designate a derivative as a heclge as well as

document anel assess the effectiveness of cierivatives assOCiated

with tralls8ct,ons that receive hedoe accountillg tmotmellt SFAS

133 applies to Treasury Locks andrnterest rate swaps executed bV

AGL Capital and gas commodity contracts executed by both

Sequent and SoutllStar, Our derivative and Iledglng activities 8re
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clescribed in furthel' detail in Note 1. "Accourlting Policies and

Methods of Application," Note 2 "Risk Management" alld Item 7

"Mamgement's Discussion alld Allalysis of Financial Conelltion

alld Fiesults of Operations"

Commodity-related Derivative Instruments" We are

exposed to risks aSSOCiated with challges 1,'1 trle market price of

natural gas Through Sequent anel SouthStar. we lise derivative

Instruments to reduce our exposure to the risk of cllanges irl the

price of natural Colas.

Sequent recogi"lizes ttle change i"l value of derivative instru­

ments as an unrealized gaill or loss in revenues in the period when

the market value of the instruillent changes. Sequent reco~lnizes

cash illflows and outflows associated with the settlement of its risk

managemerlt activities in operating cash flows, alld reports tllese

settlemel1ts as receivables and payables in the balance sheet sep­

arately from the risk managemellt activities reported as energy

nlarketil"lg I"eceivables and trade payables.

We attempt to mitigate substalltially all our commodity price

risk associated with Sequent's natural gas storage portfolio and

lock ill the economic margin at the time we enter illtO purchase

transactions for our storeel natural gas. We purchase natural gas

for storage whell the currerlt mal'ket price we pay plus storage

costs IS less than tile market price we coulel receive in the future,

We lock In the economic mmgin by selling I\IYME)( futures COll­

tracts or otllel' over-the-countel' del'ivatlves In the forward months

corresponding with our withdrawal periods. We use contmcts to

sell natural gas at that future price to substantially lock in tile profit

mmgin we will ultimately realize when the stored natural gas is

actually solei. Tilese contracts meet the defillitioll of a derivative

under SFAS 133.

The purchase. storage anel SOlie of natural gas are

accoullted for differently from the elerlV8tlves we use to mitigate

the cOlllmodity pnce nsk assoclateel With our storege portfolio.

Tile elifference III accountlllg can result ill volatility in our reported

net income, evell though the economic mmgill is esselltiully

uncllallged from the d8te the twnsact10ns were cOllsummated,

We do not currelltly use Iledge accoulltlng ullder SFAS 133 to

account for this activity.

Natural gas that we purchase awl Inject illto storage IS

accoullted for at the lovler of avemge cost or market. Under cur­

rent accoulltillg gUidance, we would reco'Jlllze a loss ill all'! period

whell the mark.et pnce for natural gas IS lOW'll" than the carrying

amount of our purcllaseel naturai gas inventory, Costs to stOI"8 tile

Ilatuwl gas are recognlzeel III the penod tile costs are Incurreel, liVe

I'ecogllize revellues and cost of natural gas solei ill our statement

of consolldateel income In the penod we sell 'Jas allellt IS delivered

out of tile storage facility.
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The clerivatives we use to mitigate cornmodity price risk arKI

SUbstantially lock in the margill upon the sale of stored Ilatuwl

gas are accounted for at fair value and marked to market each

pel'iod. with changes ill fair value recognized as lInrealizecl gains or

losses in tile period of challge. TtllS difference in accounting, the

lower of average cost or market basis for our storage invelltory

versus tile fair value accolillting for tile elerivatives used to mitigate

commodity pl'ice risk, call and does result in volatility in our

reported earnings.

Over time. gains or losses on the sale of storage invelltory

will IJe substanflally offset by losses or gail"'s on the derivatives,

resulting in realization of the ecorlomic profit margin we expected

wilen we erltered illto the trarlsactions. This accounting difference

causes Sequent's eamings on its storage positions to be affected

t1Y natural gas price changes. evell thougll the ecolloillic profits

remain essentially unchallged

See "Results of Operations - Wholesale Services" for a

eliscussioll of the potentiai volatility ill eamings clue to challges ill

natural gas prices.

SouthStar also uses derivative instruments to manage expo­

sures al"ising from challgillg cornmodity prices. SouthStar's objec­

tive for holdillg tllese derivatives 's to minimize volatility in

wholesale commodity natural gas pl'ices, A portion of SouthStar's

derivative transactions are deSignated as casll flow heclges uncler

SFAS 13:3. Derivative gains or losses arisillg from cash flow

heelges are recorded III OCI and are reclaSSified into earnlllgs ill

tile same penod tile ullelerlying heelged Item IS reflecteel in tile

income statement. As of December 31, 2006, the ending balance

in OCI for elerivative transactions designated as cash flow hedges

under SFAS 133 was a gain of 56 million. net of minority Interest

allel taxes. All,! hedge Illeffectivelless, defilled as \Nllen the 'Jalils

or losses Oil the hedging Instrument do not offset tile losses or

gaills on tile hedged Item, is recorc1eellnto earnings III the period In

which It occurs, SouthStar currelltly has minimal heelge ineffectlve­

Iless, SouthS tar's rernailling derivative illstlumellts are not deslg­

Ilateel as Iledges undel SFAS 133 Therefore, cllanges in their fair

v81ue are recoreleel In earnlllgs in the penoel of challge,

SoutllStar also ellters into weather derivative illstrumellts In

order to pmserve mal'glns ill the event of warmer,tllan-normal

weatrler in tile willter rnollths. Tilese contracts are accounted for

usillg the IIltrrrlslC value method ullder the gUlelance of EITF Issue

No. 99-02, "Accountlll~J for Weatller Derivatives." Changes in the

fail' value of tllese elerlvatlves al'e recorded in earnillgs in tile

period of challge. Tile weathei' derivative cOlltracts contain strike

alllOunt provlsiollS based on cumulative heatlllg degree clays for

the covered penods, In September 2006, SOlithSta,' entereel into

\"Ieather eleriv(ltives (swaps alld options) for tl'le 2006-2007 winter



heating season, primarily from November through March. As of

December 31, 2006, SouthStar recorded a receivable of $7 million

for this hedging activity.

Contingencies" Our accounting policies for contillgencies cover

a variety of bUSiness activities, including contingencies for potell­

tially uncollectible receivables, rate matters, and legal and environ­

mental exposures. We accrue for these contingencies when our

assessments indicate that it is probable that a liability has been

incurred or an 8sset wilillot be recovered, and an amount call be

reasonably estimated ill accordance v"ith SFAS No.5, "Accounting

for COlltingencies." We lJase our estimates for these liabilities all

currently available facts al'ld our estimates of Hle ultimate outcome

or resolution of the liability in the future, Actual results may cliffeI'

from estimates, and estimates can be, and often are, revised either

negatively or positively, depending on actual outcomes or changes

in the facts or expectations surrounding each potential exposure.

Pension and Other Postretirement Plans" Our pension and

other postretirement plan costs and liabilities are determined on an

actuarial basis and are affected by numerous assumptions and

estimates inclUding the market value of plan assets, estimates of

the expected return on plan assets, assumed discount rates and

CUITellt demographic and actuarial mortality data. We annually

re\/iew Hle estimates and assumptiol'lS underlying our pension and

other postretirement plan costs and liabilities, The assumed dis­

count rate and the expected return on plan assets are the assump­

tions that generally have the most significant impact all our pellsion

costs and liabilities, Tl'le assumed discount rate, the assumecl

healtl'l care cost tl'ellcj rate and the assumed rates of retirement

generally have the most significallt impact on our postretiremellt

plall costs and liabilities

The discount rate is used principally to calculate the actuar­

ial present value of our pellsion and postretirement obligations and

net pension and postretirement cost. When establishing our dis­

count rate, we consider hlgrl-quality corporate bond rates based

on Moody's Corporate AA long-term bonel rate of 5,S')'o and the

Citigroup Pension Liability rate of 5.9% at December 31,2006, We

further use these market incjices as a comparisorl to a sil'lgle

equivalent discount rate derived with the assistallce of our actual'­

ial advisors. This analysis as of December 31, 2006 [xoduced a

single equivalellt discount rate of 5.8%,

The actuarial assumptions used may cliffeI' materially from

actual results due to changirlg market and economic conditions.

higllel' or lower withdrawal ,'ates, or longer or shorter life spans of

partlcipa"lts. These differellces may result in a significant impact

on the amount of pensiol' expense recorded in future periods.
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The expected long-term rate of retum 01'1 assets is used to

calculate the expected retum on plan assets component of our

annual pension alld postretirement plan cost. We estimate the

expected retum 011 plan assets [)y evaluating expected bOlld

returns, equity risk premiums, asset allocations, tile effects of

active plan management, the impact of periodic plan asset rebal­

ancillg and historical performance. We also consider guid211lce

from our investmellt aelvisors in making a fillal determination of our

expectecl rate of return all assets, To the extent the actual rate of

return all assets realized over the course of a year is greater than

0, less than the assumed rate, that year's a1lI'1ual pension or

postretirement plall cost is not affected, Rather, this gaill or loss

reduces 01' increases future pension or postretil'ernent plan costs.

Prior to 2006, we estilnated the assumed health care cost

trend rate used 11'1 determining our postretirement net expense

based on our actu,)1 health care cost experience, the effects of

recently enacted legislation and general economic conditions

However, startillg in 2006, our postl'etil'ement plans have been

capped at 2,5(10 for increases in health care costs, COllsequently,

a one-percentage-point illcrease 01' decrease in Hle assumed

health care trend rate does not materially affect the perioclic belle­

fit cost for our postretirement plans, A one-percentage-point

increase in the assumed health care cost trend rate would increase

OUI' accumulated projected benefit obligation by $4 million. A one­

percentage-point decrease In the assLimed health care cost trend

rate would decrease our accumulated projected benefit obligation

by $4 million. Our assumed rate of retirement is estllnated based

upon an annual review of participant census Informatloll as of the

measurement date.

At December 31, 2006. OUi' pension and postretirement

liability decreased by approximately $18 million. resultlllg in an

after-tax gain to OCI of $11 mlilioll, This adjustment reflected aLII'

fUlldlng contributions to the plan and updated valuations for the

projected benefit obligation (PBO) and plan assets.

EqUity market peliorillSI1Ce and corporate bond !'ates have a

slgnlficallt effect on our reported unfuncled accumulated benefit

obligation (ABO). as the primary factOl's that drive the value of our

unfunded ABO are the assumecl discount rate and the sctual return

all plan assets. i\ddltionally, equity mal'ket performance has a sig­

nificant effect all our market-related value of plall assets (IVIRVPA),

which IS a calculated value and differs from the actual market value

of plan assets. The MRVPA recognizes differences betweell the

actual market value alld expected market value of our plan assets

alld IS determlnecl by our actuarres uSillg a five-year moving

weighted average metl'rodology. Gsins Sild losses on plan assets

p. 63



AGL Resources 111C. 1 2006 Annual Report

~f!I'D'~&A~'W ~ ; " .

are spread through the iv1RVPA based on the five-year moving weighted average methodology. which affects the expected return on plan assets

component of pension expellse.

The actual return on our pension plan assets compareel to the expected return on plan assets will have an impact on our ABO as of

December 31. 2006 and our pension expense fOl' 2007. We are unable to detennine how this actual return on plctll assets will affect future ABO

and per!Sion expense, as actuarial assumptions and differel'lces betweell actual and expected returns on plan assets are determined at the

tirne we complete our actuanal evaluation as of Decemt)er 31, 2006. Our actual returns may also be positively or negatively impacted as a

result of future performance in the equity and [yond markets. Hie follovving tables illustrate the effect of changing the Critical actuarial assump,

tions, as discussed above. 'Nhile holding all otl'ler assumptions constant:

Expected long-term return on plan assets

Discount rate

Health care cost trend rate

Expected long-term return on plan assets

Discount rate

+/- 19-6

+1- 1

(40)145

$-/­

,l8)/§

$(3)/3

(4)/4

$ (1)/1

-1-

_ $4/(4) $-1-

D.64

At Decemtler 31,2006 NUl's PBO was $86 million, reflecting

$12 million in adjustmel'lts for terminations and settlement of lia­

bilities affected by the NUl purchase trallsaction, offset by net

periodic b811efit cost of 833 million in 2006. Differences Ijetweeri

actuarial assumptions aneJ actuai plml results are deferred and

amortized info cost wilen tile accumulated differences exceed

10% of the greater of the PBO or the MRVPA. If necessary. the

excess is amortized over the average remaining service period of

active empioyees.

In addition to the assumptions listed above, the measure­

ment of the plans' obligations and costs depend 011 other factors

such as employee demographics, the level of contributions made

to the plans, earnings on the plans' assets and mmtallty rates.

Income Taxes» OUI' ilet 101lg-terlll deferreel tax liar)ility totaled

$51;1 111illioll at December 31,2006 (see Note 10 "Income Taxes")

This liability is estimated basecl 011 the expected futul'e tax conse­

quences of items recogr'lized in H:8 financial statements, After

applicatioll of the fedel'al statutory tax rate to book Illcome, Judg­

ment is requireel witll I'espect to trle timing alKI deeJuctibility of

expense In our income tax I'etums Fm state income tax and other

taxes. judgment is also required with respect to the apportiolHnent

among the variOUS jurisellctlons. A v8Juation allowance is I'8coreled

If we expect that it is mme likely t!lElll not that our deferred tax

assets Will not I)e realizeel. We Ilad a $3 million valuatioll allowance

on $47 millioll of defetTed tax assets as of December 31, 2006,

reflecting the expectatioll that most of tllese assets will be real­

izecl. In adelltlon, we mailltain a liability for the estimate of potential

inCOITle tax exposure. We believe tl'lis liability for potelltial exposure

to be adequate.

Accounting Developments

For il'lfomlatioll regardillg accountin~l developments, see Note 1,

"Accountillg Policies and Methods of Application,"

Item 7a » Quantitative and Qualitative Disclosures
about Market Risk

We are exposed to risks assOCiated wltll commodity pl'ices, Inter­

est rates anel credit. Commoe1ity pnce risk is eleflned as tile potell­

tialloss tll<:1t we may Illcur as a result of cllan~les in the fall' value of

a particular instrument or commodity. Interest rate risk results from

our portfolio of debt and equity Instl'uments that we issue to pro­

vide finanCing anelllquidity fOI our bUSiness, Credit risk results from

the extension of credit througllout all aspects of our bUSiness but

IS particularly concentrated at Atlanta Gas Light In distribution

operations ana ill wllOlesale services.

Our Risk Managemellt Committee (RMC) is responsible for

establishing the overall risk managernent policies arKI mOl'litorillg

compliance with, and adhel'ence to. the terms withill these policies,

illcluding approval aml auHlorizatiOl'1 levels alKI delegation of these

levels. Our RMC cOllsists of members of sellier rllanagement VVI10

monitor open COllllTIOdity price risk positions and otl'ler types of

risk. carpol'ate exposures, Cl'eelit exposures anel o'lerall results of

our risk management activities It is chaired by our chief risk officer,
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Co,nmodity Price Risk

who is responsible for ensuring that appropriate repolting mecha­

nislns exist for the RMC to perform its monitoring functions. Our

risk management activities and related accounting treatmellts are

desuibed in further detail in Note 2. "Risk Management."

$0,1

0, J

0.4

0.0

$0.6

0.4

11

0.0

2006

$1.3
1.2

2.5

0.7

Period end

12-montil aver8ge

High

Low'

During most of 2005 8nd 2006. Sequellt experienceel

Incre8ses in ItS high, 8verage and perlocl end 1-day VaR 8mounts

compared to prior periods. These Increases were dil'ectly 8ssoci­

ated wltn higller prices 8nel related price volatility cre8teel by the

Gulf Coast humcanes dUring the tllird quarter of 2005 alld tile hur­

ricanes' lingering effects tllrough tile fourth quarters of 2005 and

into 2006. III 8delition, Sequent has entel'ed into aclditior181 storage

Sequent employs a systematic approach to evaluating and

managing tile risks associated with contracts related to wholesale

marketing and risk management, including VaR, Similar to SouthStar.

Sequent uses a 1-day holding pel'iod and a 95% confidence Inter­

val to evaluate Its VaR exposure.

Sequent's open exposure is managed in accordance with

established policies th8t limit market risk and require el811y repolt­

ing of potential financl81 exposure to senior management, inclUding

the chief risk officer. Because Sequent generally manages phYSIC81

gas assets and economically protects its positions by hed~Jing in

the futures 8nd over-the-counter mmkets, its open exposure is

generally minimal. pennlttlng Sequent to operate witllin rel8tively

low VaR limits, Sequent employs d8ily risk testing. USing both VaR

and stress testing, to evaluate tile risks of its open pOSitions.

Sequent's management actively monitors open commoclity

positions and tile resulting VaR. Sequent continues to maintain a

relatively matclled book, where its total buy volume IS close to ItS

sell volume, With minimal open commodity risk. Based 011 a 95'1;,

confidence interval anel emplOying a 1-day holeling perrocl for all

positions, Sequent's pOltfolio of positions for the 12 months encled

December 31,2006, 2005 and 2004 had the follOWing 1-clay hold­

ing period VaRs.

I:•• 2006

Asset $95 $ 83

liability 43 102

r,~ l..": 1(; ,.\

I" 2006

Asset $133 '" 97,)

Liabilit)' 14 110

$0.1

0.3

2006 period end

2005pe.riod end

Wholesale Ser'fices » Sequent routillely utilizes various types of

finanCial and other instruments to mitigate certain commoellty price

risks Illherent III the natural gas industry. These instruments

include a variety of exchallge-traded and over-the-counter energy

contracts. such as forward contracts. futures contracts. OptiOllS

contracts and financial swap agreements. The follOWing table

Illcludes the fair values and 8vel'8ge values of Sequent's energy

m8rketing alld rrsk management assets and 118bllities as of

Decembel' 31 2006 8ild 2005. Sequent bases the a\/el'8~le values

on montilly averages for tile 12 months ended December 31. 2006

ancl2005

SouthStar generates operating margin from the active man­

agement of storage positions thl'Ough a variety of hedging transac­

tions and denvatlve Instruments aimed at managing exposures

anslng from changing commodity prices. SouthStar uses these

hedging instruments to lock III economic margins as INllolesale

prices fluctuate and thereby minimize its exposure to declining

operating margins.

Retail Energy Operations» SoutllStm's use of denvatl\ies is gov­

erned by a risk management POliCY, approved anel monitored by Its

Risk and Asset Management Committee, WhlCll prohilJlts tile use

of denvatives for speculative purposes. A 95% confidence interval

is useel to evaluate VaR exposure. A 95% confidence Interval means

them is a 5% probability that the actual change in portfolio value

will be greater than tile ca!culated VaR value over tile Ilold!ng

period. We calculate VaR based 011 the variallce-covclriance tech­

nique. This tedll'lique I'equires several assumptions for tl'le basis of

the calculation, such as price volatility. confidence interval and

holding period. Our VaR may not be comparable to a similarly titlecl

measure of another company because, although VaR is a commOll

metl'lc in the energy industry, there is no established industry stan­

dal'd for ca!culating VaR or for the assumptions underlying such

calculatiol'ls. The following table provides more infonnatioll on

SouthStar's 1-day holdin\j perioel VaR.

p. 65
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and transportation positions, some of which are longer dated and

are not fully hedgeel due to a lack of liquielity ill cel'tain rnal'kets for

the future periods, As a result, these positions have inueased

Sequerlt's reported VaR amour'lts,

Sequent has reflrled the methodology associatecl witll its

V"R calculation to incorporate dynamic volatility factors anel to

exclude interruptible transporiation positrons, nlese cl'langes [lad

somewhat offsetting effects as the dynamic volatility factors

increased the VaR and the exclusion of intelTllptible trallsportation

positions reduced the \jaR. Hlis rlew methodology was applied 01'1

a prospective basis beginning in the secol'ICl quarter of 200() While

not considered material, Sequel'lt's VaR amounts increased com­

par'ed to prior periods as its calculation is now more serlsitive

to market Volatility and the relative level of risk associated with

increased storage and transportation positions, Due to the dynamic

nature of measurirlg VaR, Sequent will continually evaluate the

cornporlents ot its VaR calculatiml and will make refinements as

deerneeJ I'lecessary,

Interest Rate Risk

Intelest rate fluctuations expose our variable-rate debt to challges

in irlterest expense and castl flows. Our policy is to marlage inter­

est expense using a combination of fixee]-I'ate and variable-rate

debt. To facilitate the achievement of desired fixed-rate to vanable­

relte debt ratios, AGL Capital el'ltered into interest rate swaps

wl'lerel)y it agreed to exchange, at specified intervals, the differellce

between fixed and variarJle amounts cellculated by referellce to

agreed-on notional pi'illcipal amounts, These swaps are desigllated

to hedge the fair values of $100 million ot the $300 million Sellior

Notes clue in 2011,

Credit Risk

Drstribution Operations» Atlanta Gas Light has a concentratiorl

of credit risk as it bills only 11 Marketers in Georgia for its services,

The credit risk exposule to Marketers varies with the time of the

year, 'ivith exposure at its lowest irl the nonpeak summel' mo,'lths

cHid Ilrghest il'l the peak Wiliter montrlS, Marketers are responsible

for the retail sale of natural gas to enel-use customers in Georgia,

These I'etall fUllctions illclude custonlel' service, billing. collections,

and the purcllase and Selle of tile rlatural gas commodity, The pi'o­

visions of Atlanta Gas Light's tariff allow Atlanta Gas Light to obtain

secur'Ity support in an amount equal to a minimum of two times a

Marketer's highest month's estimated bill flwn Atlarlta Gas Light.
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For 2006, the four largest Marketers based on customer count,

one of which was SouthStar, accounteeJ for approximately 36% of

our consolidated operating margin and /17% of distribution opera­

tiolls' operating mar'girl,

Several factors are desi~lrled to mitigate our risks from the

increased concelltration of uedlt that has resulted from deregulcl­

tion In aciclition to tile security suppoli described above, Atlanta

Gas Light bills intrastate delivery service to Marketer's in advance

rather tllan in arreelrs, We accept credit support in the form of cash

deposits, letters of credit/surety bOI'lds from acceptable issuers and

corporate guarantees from investment-grade entities, The RMC

reviews on a mor-Ithly basis the adequacy of credit support covel'­

age, credit rating profiles of credit support providers ar'ld payment

status of each MarketeL We believe that adequate policies and pro­

cedures have beerl put in place to properly quantify, manage alld

report on j\.tlanta Gas Light's credit risk exposure to Marketers,

Atlanta Gas Light also fDees poter'ltial credit risk in cmmec­

tion with assignments to Marketers of interstate pipeline trans­

POltDtiorl and storage capacity j\,lthough Atlanta Gas Light assigns

this capacity to Marketers, In the event that a Marketer fails to pay

the interstate pipelines for the capacity the interstate pipelines

would irl all likelihood seek repayment from Atlanta Gas Light The

fact tllat sOllle of the interstate pipelrlles require Marketers to

fll811lt8in security for their obllg8tlons to the Illterstate pipelines

8rrsing out of the assigned capacity sornewh8t mltlg8tes thiS rrsk,

Retail Energy Operations)} SouthStar obtairls credit scores for

its finn residential and small commerciDI customers using a

national credit reporting agency, emolling only those custmners

that meet 01' exceed SouthStal"s uedit thresllOld, The average

credit score of SouthStDr's Georgia customers has increased 3~o

since 200/1,

SouthStar cOI'lsie1ers poterltial interruptible anel large com­

mercial customel's baseel on a review of purJlicly availalJle financial

statements and review of conlmercially available credit repolis.

Prror to ellterrng Into a phySical tmnsactron, SoutllStar also

assrgns phySical wholesale counterparties all intern81 cr'edlt rating

and uedit Irmit based on the courrterparties' Mooc1y's S&P and

Frtch ratings, commercially available creellt reports alld audited

financial statements,

Wholesale Services)} Sequent has established uedit policies to

determine and monitor tile creditV'Jorthiness of counterparties. as

vvell as the quality of pledged collateral, Sequent also utilizes mclS­

tel' netting agreements wherlever possible to mitigate exposure to
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Sequent Ilas Cel"talll trade and creeUt contracts tllat have

expliCit minlillum creellt rating requirements. These creclit rating

requiremel~lts typically give coullterpal"tles the nght to suspend or

tennlnate credit If our credit ratings axe elowngraded to non-invest­

ment 9r,lde status. Ullder SUcil circumstances. Sequent would

need to post collateral to continue transilctlng business wltll some

of ItS counterpal"ties. Posting collateral would have a negative

effect on our liquiclity. If such collateral were not posted. Sequents

ability to continue transacting business with these coulltel"parties

vvoulel IJe Impaired. If at December 31. 2006 Sequent's creel It rat­

Ings had been elowngraded to non-Investment grade status, the

required amounts to satisfy potential collateral demallds under

such agreements between Sequent alld its cOutlterparties would

helve totaled $10 mi!liorl

courlterpclliy credit risk. \Nhen Sequent is engaged ill more than

one outstanding eJei"ivative transaction INiHl the same counterparty

alld it also has a legally entorceable netting agreement with that

counterpaliy, the "riet" mark-to-market exposure represents the

netting of the positive and negative exposures Wittl that cOLmter­

pal"ty and a reasonable measure of Sequent's credit risk Sequent

also uses other netting agl"eements with cel"tain counterparties

with vvhom it conducts slgnificclllt transactiorls.

Master netting agreements enable Sequerlt to net cel"tain

assets and liabilities by cOLirlterpaliy. Sequent also Ilets across

product lines and against cash collateral provided tile master Ilet­

ting allel cash collateral agreeiliellts include SUcil provisions Addi­

tionally, Sequent may require coullterpal"ties to pledge additional

collateral wilen deemed necessary. Sequent conducts credit eval­

uatimls and obtains appropriate internal approvals for its courlter­

party's lil"le of credit before any tmnsaction witrl tl"le counterpaliy is

executeej In most cases. the counterparty must ~lave a mirlimum

long-term debt ,eating of Baa3 from Moody's alld BBB- from S8,P.

Gene,"ally, Sequent requires credit enhancements by way of guar­

anty, casll deposit m letter of credit for transaction cOLJIlterpal"ties

tllat do not meet the minimum ratillgs threshold.

Sequent, which provides services to Marketers ami utility

andlndustl"ial customers, also has a concentration of credit risk as

measured by Its 30-day receivable exposure plus forward expo­

sure, As of December 31, 2006, Sequellt's top 20 counterpal"ties

represented approximately 570,;, of the total counterpartI' exposure

of $394 million, denveel by aciding togetller the top 20 countel"par"

ties' exposures and dividing by the total of Sequellt's counterpar­

ties' exposures.

As of December 31. 2006. Sequellt's coullterpal"ties. or the

counterpal"ties' guarantors, hac! a vvelghted average S&P equlva"

lent credit rating of A-, vvilid1 IS consistent wltll tile pnol" year. Tile

S&P equivalent credit rating IS e!etermined by a process of convert"

ing the lower of the S&P m Mooely's ratings to an intemal rating

ranging from 9 to 1, witll 9 belllg eqUivalent to AMiAaa by S&P

and Moody's and 1 being D or Default by SC',P and Moodys. A

counterpartI' that does not 118.ve an external rating is aSSigned 8.11

internal rating basecl on ttle strellgtrl of tile financial ratios of that

counterpal"ty. To arrive at the welgllted average nedit ratlllg, each

counterpal"ty's assigned illtel'l1al rating !S multiplied by tile counter­

party's credit exposure 8nd summed for all coullterpartles. Ti18t

sum is divided by the aggre~jate total counterparties' exposul"es.

and tillS Ilume!"ic value is thell cOllVerted to an S&P equivalent. The

follOWing tables SllOW Sequent's commodity receivable a!ld

payable positions as of Decell1l)er 31, 2006 and 2005.

11

Gross receivables

RecelvelrJles win, netting agreemerlts in place:

Counterparty is investment grade

Counterpal"ty is non-investrnel"lt grade

Counterp81"ty has no external rating

Receivables wltllOUt rlettlng agreelnents in place:

Counterpaliy is Investment grade

Aillount recorded on balance sheet

Gross payables

Payables witll netting agreements In place:

Counterpal"ty IS Investment grade

COLinterpal"ty is non-Inl/estment \JmcJe

Counterpal"ty has no extemal rating

Payobles Without nettlllg agreemellts In place:

CounterpartI' is investment grade

Counterpal"ty ha§..llo external rating

Amount recordeel on bala!lCe sheet

As :::i;;, .,., .."3'T

2006

5359 $162

62 66

75 113

9 34

$505 $675

$297 $456

52 56

156 255

5 4

4

$510 $775

P 67
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Item 8 » Financial Statements and Supplementary Data

Consolidated Balance Sheets-Assets

CUITent assets

Cash "mel cash equivalents

Receivables

Energy marketing

Gas

Unbilled revellues

OHler

Less allowance for uncollectible accounts
--- ----- --- ---------------------

Total receivables

Inventories

Natural gas stored underground

Other

Total inventories

Energy marketing anel risk rnanagelTlent assets

Unrecovered envimllilleritalr'ernecliation costs-current portiol)

Unrecovered PRP costs-current portion

Other current assets

Total current assets

December 31. 2006

S 20

505
197
172

21

(1~)

880

568
29

597
159

27
27

112
1,822

8) 32

675
303

246
11

. (15)

1220

509
34

5,13

103

31

27
85

2,041

Property, plant and equiprnent

Property, plant and equipment

Lessacculnulated depreciation.

Property, plant and_eguJjJlllent=: net

Deferred debits and other assets

GoodWill

Umecovered PRP costs

Umecovered environmental remediation costs

Other

Total defenecl debits and other assets
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4,976 4.791

1,540 1,158

3,43t) 3,333

420 420
247 276
143 165

79 85
889 946

$6,147 $6,320



Consolidated Balance Sheets-Liabilities and Capitalization

Current liabilities

Short-term debt

Enel'gy marketing trade payable

Accounts payable - tracle

Accrued wages and salaries

Customer deposits

Enel'gy marketing ancJ risk managemellt liabilities-currellt portion

Accrued interest

Accrued PRP costs-cUITellt portion

Oeferr-ed purcllased gas adjustment

Accrued environmental remediation costs-current portion

Other current liabilities

Total current liabilities

Accumulated deferred income taxes

Long-term liabilities

Accrued PRP costs

,"\ccul1lulated removal costs

Accrued environmental remediation costs

Accrued pensiol'l obligations

Accrued postretirement benefit costs

Other I()rlg-terrn liabilities

Total long-term liabilities

Q()mlllitinen ts and contingencies (see_Note 8)

rVlinorit;; interest

Capitalization

Long-term debt

Common sharellOlders' equity, 8)5 par value: 750 million shares authortzed:

77.7 million and 77.8 milll()lls_lla!eS outstcllldlng?tOecember 31,2006 and 2005

Total capitalization

Total liabilities and capitalization

AGL Resources 111C /2006 Annual Report

,-..j

December 31 ) 2006 i .'l:';~~. :J8' 31. ;~G(~5
-- - ---- -

$ 539 $ 522

510 775

213 26()

50 1]3

42 1]2

41 117

37 32

35 30

24 40

13 13

123 88

1,627 1,9(38

544 1]23

202 235

162 156

83 81]

78 88

32 50

146 1(),1

703 777

42 38

1,622 1,615

1,60§) 1,499

3,231 3,114

$6,147 $6,320
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Statements of Consolidated Income

Operating revenues

Opemting expenses

Cost of gas

Operation and maintenance

Depreciation and amortization

Taxes other than income taxes

Total operating expenses

Operating income

Other expenses

Minority interest

Intel'est expellse

Earnings before irlcOl1le taxes

InCOl11e taxes

Net illcome

Per common share data

Basic earnings per common share

Diluted earnillgs per commmi share

C;ash_dividerldsrjeciared per cornman share

Weighted avera(Je nUlllber of common shares outstandillg

Basic

Diluted

P 70

'fe,,:'-S e;-;(l~:: [1,:.,-,,""',:,;::

2006 J""':: 2-'04

$2,621 $2.718 $1,832

1,482 1,626 995

473 '177 377

138 133 99

40 40 29

.. 2,133 2.276 1,500

488 4/\2 332

(1 ) (1 )

(23) (22) (18)

(123) (109) i71J

341 310 243

129 117 90

S 212 $ 193 $ 153

$ 2.73 $ 2.50 $ 2.30

$ 2.72 $ 2.48 $ 2.28

$ 1.48 $ 1.30 $ 115

77.6 77.3 663

78.0 778 670
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Statements of Consolidated Common Shareholders' Equity

(il'ie' f'::': -',s':]

:3:"1';.,-8 ,-,'~-'~J.I'llS ~.'_,"I ~I [-' ,IS1

Balance asof DecenltJerj\1,2QQ3 6·15 $322 S326 $ 337 $(40) $ 9/15

Comprehensive income:

Net illcome 153 153

Othel' comprehensive income (OCI) --·Ioss resulting

from ullfunded pellsioll obligation (net of tax of $7) (11) (11)

Unrealized gain from equity Investment hedging

activities (net of tax of $2) 4 4

Otller 1 1

Total comprellenslve Ilicome 147

Dividellds on common stock ($1.15 per share) (75) (75)

Issuance of commoll shares:

EqUity offering on November 24, 2004 11.0 55 277 332

Benefit, stock compellsation.

dividend reinvestment and stock

purchasef.'llansjn§t of tax of $5) 1.2 7 29 36

Balallce as of December 31 2004 76.7 384 632 415 (46) 1.385

Comprehensive income:

l\Jet income 193 193

OCI-Ioss resulting from unfunded pension

obligation (net of tax of $3) (5) (5)

UllI'ealizecJ loss from hed~Jlng activities (net of tax of $1) (2) (2)

Total comprellensive income 186

Dividends all common stock ($1.30 per share) (100) (100)

Benefit, stock compensation. dividend reinvestment

and stock purchase plans (net of tax of $9) 1.1 5 23 28

Bal.§llce as of December 31, 2005 77.8 389 655 508 (53) 1,499

Comprehensive income:

Net income 212 212

OCI-gain resulting from unfunded pension and

postretirement obligation (net of tax of $7) 11 11

Unrealized gain from hedging activities

(net of tax of $7) 10 10

Total comprehensive income 233

Dividends on common stock (51.48 per share) (115) 3 (111)

Benefit, dividend reinvestment

and stock purchase plans 0.3 2 3

Issuance of treasury shares 0.6 (3) (4) 21 14

Purchase of treasury shares (1.0) (38) (38)

Stock-based compensation expense (net of taxof$5) 9 9

Balance as of December 31 , 2006 77.7 5390 5664 5601 $(32) 5(14) $1,609
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Statements of Consolidated Cash Flows

Cash flows from operating activities

Net income

Adjustlllerlts to reconcile net income to net CaSll flow provided by operating activities

Depreciation and amortization

Millority interest

Chal'lge in risk I11c\llagement assets anli liabilities

Deferred income taxes

Changes in certain assets and liabilities

Receivables

Inventories

Payables

Other-net

I\let cash flow provided by operatillg activities

Cash flows fmrn investing activities

Expellclitures for propeliy, plant anel equipmerlt

Sale of Saltville Gas Storage Company, LLC

Acquisition of NUl Corporation, net of cash acquired

Acquisition of JefferSOl'1 Islalld Storage & Hub, LLC

Sale of US Propane LP

Other

Net cash flow used in investing activities

Casll flo\NS frorn financing activitie.s

Payments of trust pleferred secunties

DIvidends paid on common stlilres

Purchase of treasury shares

Distribution to mlnonty intel'est

Issuances of senior notes

Issuance of tl'easury sllares

Net payments anel borrowinrJs of sholi-term debt

Sale of commOll stock

EqUity offering

Payments of Illedium-tenll notes

Otller

Net casr, flow (used ill) provided by financing activities

[\Jet (decrease) increase in cash and casil equivalents

Cash ,-lIlel cash equivalents at b6~Jlnllillg of perloli

Cash and cash equivalents at ene! of penoel

Cas~1 pe.id during the p0riod fOl'

Illterest (net of allowallce for fUllds used during construction of 33 for tile year ended

December 31, 2006 and 32 for tl16 yeal's encleel December 31, 2005 and 2004, respectively)

Income taxes
".;-.;.,.
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Notes to Consolidated Financial Statements

Note 1 "Accounting Policies and Methods
of Application

Genera!

AGL Resources Inc. is an ellergy services holding company tllat

conducts substantially all its operations through Its sulJsldianes.

Unless the context (equlres otherwise, references to "we, ,. "us,"

"our," the "company" or "AGL Resources" mean consolidated AGL

Resources lilC, anci its SubSidiaries. INe have prepai'ed tile accom­

panying consolidated financial statements under the rules of the

Securities and Exchange Commission (SEC). For a glossary of key

terms anel referenced accountillg stanelards, see pages 19-20.

Basis o'f Presentation

Our consolidated fimmcial statements as of and for the period

endeel December 31, 200G include our accounts, the accounts of

our maJority-ownecl and cOlltrolled subsidiaries aild the 3ccounts

of vanable illterest entitles for Wilich we are the primary beneficiary.

This means tllat our accounts are combined vvith the subSidiaries'

accounts, We have eliminated any intercompany profits and trans­

actioilS in cOllsolldation; however. we ha'le not eliminated Inter­

company profits when such amounts are probable of recovery

under the affiliates' rate regulation process. Certain amounts from

prior periods have beeil recl3ssifleel ;:md revised to confonn to the

current-periocl presentation.

We currently own a noncontrolling lOCi'" financial interest in

SouthStar Energy Services, LLC (SouthStsr), and Pieeimont Nat­

ural Gas Company (Pieelmont) owns tile remailling 30°!c1. Our 70%

interest is noncontrollin[j because all significant management deCI­

sions require approval by both owners. Earnings related to cus­

tomers irl Ohio and Florida are allocated 70% to us and :30°." to

Piedmont We record llle eamings allocated to PiedmOllt as d

minol'ity il'lterest in OUi' consolic.lated statelllel'lts of iilcorne and we

recorel Piedmont's POrtlOll of SouthStar's capital as a minority

illterest in our cono50licJated oalallce sheets

We al'e the pmnary rJ,meflcimy of SouH1Star's activities and

have determined tllat .sOutllStar is a variable interest enHy as

defiiled by FinanCial Accounting Standarels Board (FASB) Irlterpre­

tatiorl i'Jo. 4['!, "Consolillation of Variable Interest Entities," clS

revised in December 2003 (FIN IloR). We eietelTnliled that South­

Star was a variable ii'lterest entity because our eCjual VOtlllCj lights

with Piedrnollt am not proportional to our economic obligation to

absorb 75% of any losses or resieJual r'eturns from SouthStar

e)(cept those losses and returrls relaterj to customers in Ohio and
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FIOI'ida. In addition, SouthStm obtains substantially all its trans­

portation capacity for delivery of Ilatwal gas trlrough our wrlolly

ol/lmed SUbsidiary, Atlallta Gas Light Company (Atlanta Gas Light).

Prior to our sale of Saltville Gas Storage Company, LLC

(Saltville) ill August 2005, v.;e used the equity rnethod to account

for anel r'epoi1 our 50(:-0 1I'Itel'est ill Saltville. Saltville was a joint

venture with a subsidiary of Duke Enel'gy Corporatloll to develop a

high-deliverability natuml gas storage facility III Saltville,' Vil'ginia

We used trle equity method because we exercised slgrlificant influ­

ence over but ciiel not control the elltity "lIId because we were IlOt

the prirnary beneficiary as defilleel by FIN~6R.

Cash and Cash Equiv3lents

Our casll ami cash equivalents cOllsist primarily of cash Oil

deposit, money market aCCOUrlts and c8r'tificates of depOSit with

origil'lal matul'ities of three Illorlths or less.

Receivables and Aliowance for

Uncollectible .Accounts

Our receivables consist of natul'al gas sales and transportation

services billed to residelltial, commercial, Industrial and otller cus­

tomei's. We I)ill customers monHlly, and accounts receivable ale

due Within 30 days. Fm the majority of our receivables, we estal),

Iish an allowallce for doubttul aCcoullts baseel on OUI- collection

experience. Oil certain othei' receivables wllere we are aware of a

specific customer's Inability or reluctallce to pay, we recorcl an

allowance for cloubtful accounts against amounts due to reeluce

the net receivable balance to the amoullt we reasonably expect to

collect. However, If circumstances change, our estimate of tile

recoverability of accounts receivable could be differellt. Circum­

stances thelt cOlild affect Olli estimates include, but ai'e not limited

to, customer creelit issues, tile level of natural gelS Wices, cus­

tomer deposits anel genelal ecollorTlic cOllditions. We write off

accounts once we deem trlSrTl to be 1I1Icollectir)!e

Inventmies

For our dlstritJutioll operations subsidiaries, we record natural gas

stored uilclergrounc.i at weighted average costs. For Sequent

Energy Man8geme'lt, L.P. (Sequellt\, SOllt:'lStJi 31lel Jefferson

Islalld Stomge & Hub, LLC (Jefferson Isl;:m(jj, we account for natu­

1'81 gas Ill'lentor'j at the lower of weiglltecl 8velage cost or market.

Sequellt and SoutllStar evaluate tl18 average cost of tlleir

Ilatural gas inventories a~1alnst market prices to determine wiletller
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Property, Plant and Equipment

A summary of our pl'Opel1y, plant alld equipment (PP&E) by classi­

fication as of December 31,2006 and 2005 is prOVided il'l the fol­

lowing table.

any declines ill rnmket prices belolN the average cost are othel'

than temporary, For any declines considered to be other than terll­

porary, adjustments are recorcJecJ to reduce the v'Jei~]I'lted average

cost of the natural gas inventory to market. Consequently, as a

result of declining natul'3l gas prices, Sequent recoreled adJust­

ments of $43 million and SouthStar recoreleeJ aeljustments of

$6 million in 2006 against cost of sales to reduce the value of their

i'lventones to market value, Sequent recorded a $3 million aeJjust­

ment il'l 2005 and a $1 million adjustment in 2004. SouthStar was

not required to make similal' adjustments in 2005 01' ill 200/1.

For volUlnes of gas stored by Sequent uncier park and loan

arrangements that are payable or to be repaid at predetermined

eJates to third parties, Sequent records the invelltOl'y at fair value,

Materials cllld supplies irwentories me stated at the lowel' of aver­

age cost or market.

III Georgia's competitive environment, Marketers-that is,

marketers who are certificated by the Georgia Public Service Com­

mission (Georgia Commissioll) to sell retail natur,;11 gas in Georgia

inclueling SouthStar, our l,larketing subsidiary - began selling nat­

ural gas in 1998 to firm end-use customers at market-based

prices. Pal't of tl'le unbundling pmcess, which I'esulted from dereg­

ulation that provieJes for this competitive ellvil'Onmerlt, is the

assignment to Marketers of certain pipeline sel'Vlces that Atlanta

Gas Ught has under contract. Atlanta Gas Ught aSSigns, on a

monthly basis, the majority of the pipeline storage services that It

has under contract to Marl<eters, along wltll a corresponding

amount of Ilwentory,
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Transmission and distribution

Storage

Other

Construction work in progress

Total gross PP&E

Accumulated depreciation

Total net PP&E

2006

$ 4,047

267

454

208
4,976

(1,540)

S 3,436

:1; 3867

209

1]76

239

1],791

(l l 158)

$ 3,333

OistriiJution Operations" PP&E expenditures consist of property

al'ld equipment tllat is in use, being heleJ for future use and under

cOllstruction. We report PP&E at its on~linal cost, v\jhich inclucles:

• material and labO!'

• contractor costs

• construction overhead costs

• an aliow8nce for funds useel eJul'ing constructioll (AFUDC) whicll

represents tile estimated cost of funds useel to finance tile con­

struction of major projects imdls capit81ized in the rate base for

rutemaking purposes when the compieteeJ projects are placed

In service

We cllarge propel1y retired or otllerl/o/ise disposed of to

accumulateei depreciation since such costs are recovered in rates

Retail Energy Operatiolls, Wholesale Services, Enel'gy Invest­

ments and Corp0l8te " PP&E expenditures include pl'Operty that

is in use and under construction, alld we report it at cost. We

record a gain or loss for retiree! or oth81'wise disposeeJ-of pl'Operty.

These include such things as telecornrnullications conduit, fiber

optic cable allli other telecornrnunications equipment al'ld tools.

Depreciation Expense

We compute depreciation expense for distnbution operations

by applylllg composite, straigllt-line rates (approved by the state

regulatory agencies) to the investment In depreciable pl'Operty.

The cO!'nposite straight-line depreciation rate for depreciable

pl'Operty-exclueling transportation equipment for Atlarlta Gas

Light, Vilginia Natural Gas. Inc. (Virginia Natural Gas) and Chat­

tarlo09a Gas Compmly (Chattanooga Gas)-was approximately

2,5"-0 durir1g 2006,26% eJuring 2005 and 2.6'<0 eluring 2004, Th8

curnposite, straight-Ilile rate for ElizabethtoltVll Gas, Florida City

Gas and Elkton Gas was approximately 3.0% for 2006, 3.1 % clur­

ing 2005 "md 3.25% for December 200/~ We clepreciate trans­

portatioll equipment on a straight-line basis over a pel'ioeJ of 5 to

10 years We compute eJepreciation expense for other segments

011 a stlaigllt,line basis over a period of 1 to 35 years.

AFUDC

The applicable state regul8tory agencies authonze Atlanta Gas

Ligllt. Ellz8betlltown Gas anel Chattanooga Gas to record the

cost of elebt and equity funds as part of the cost of constl'uction

projects ill our corlso!idatecl balance sheets and as AFUDC in the

statemel'lts of consolidated incollle. The Gecxgia ComrnissiOI'!

has authorizeeJ a rate of 8.53'>".. and the Tennessee Regulatory

Authority (Tcmnessee Coml'lIission) has 8uthorizeeJ a rate of



711],\,. Effective Januar'y 1, 2007, the Tennessee Cormnission

autllorized a rate of 7.89%. The New Jersey Boarel of Public Utili­

ties (New Jersey Commission) has authorizeci a variable rate

based 011 the Federal Ellel'gy Regulatol"y Commission (FERC)

method of accounting for AFUDC. At December 31, 2006 the rate

was 537';". Hie total AFUDC for the yeclrs endeei December 31,

2006, 2005 and 200,) was $5 milliol'l. $1 millioll and $5 millioll.

respectively. Tile capital expel'lClitures of our other regulateei utili­

ties do not qualify for AFUDC treatment.

Goodwill

Statement of Financial Accounting Standards (SFASj No. 142.

"Goodwill and Otller Intangible Assets" (SFAS 142), requires us to

perform an annual goodwill impairment test. We have included

$/120 million of goodwill in our consolidated balance sheets as of

December 31, 2006, of which $229 1l1illion is related to our acqui­

sition of NUl Corporation (~~UI) in November 200 /1: $170 million is

related to our acquisition of Virginia Natural Gas in 2000; $14 mil­

lion is related to our acquisition of JeffersOl'I Island ill October

20011: anel 87 rnillielll is related to our acquisition of crlattanooga

Gas in 1988.

We "mnually assess goodwill fm impairment at a reporting

unit level which generally equates to our operating segments as

discussed in Note 11 "Segment Informatiol'I," and have not recog­

nized al'IY impairmel'lt dlClrges for trle yeal's ended December 31,

2006, 2005 "md 2(0/). We also assess goodwill for impairment if

events 01' crlanges in circumstances may indicate an impairment of

gooe1will exists. When such events or circumstances are present.

we assess the recoverability of long-lived assets by detemlinillg

whether the calTying value will be recovered througll tl'le expecteel

future cash flows. In the evellt trle sum of the expected future casll

flows resulting from tl'le use of the asset is less thall the carryillg

value of the asset, we record an impairment loss equal to the

excess of the asset's carryillg value over Its fair value \Ne cOllduct

this assessment principally tlll'Ough a revievv of fincHlciai results.

chat'I~les ill state mill federal legislation ,md regulation, regulatory

and legal proceedings and the periodic regulatory filings fm our

regulated utilities.

Taxes

income Taxes» Tile I'eporting of our assets and liabilities for finan­

cial accountillg purposes diffel's from the repoiling for income tax

purposes The rxillcipal differences between net income and tax­

able incoille relate to the tirnlllg of deeluctlons, primarily due to the

bel'letits of tax depreciation sirlce we generally depreciate assets
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for tax purposes over a shorter period of time than for book pur­

poses. The determillation of our provision for income taxes

requires significant judgment, the use of estimates, and the inter­

pretation and application of complex tax laws. Sigllificant judg­

mellt is required il'l assessirlg the timing and amouilts of deductible

alK] taxable items We report the tax effects of depreciation and

other differences in those items as deferred income tax assets or

liabilities in our cmlsolidated balance slleets in accordance with

SFAS No. 109, "Accounting for Irlcorne Taxes" (SFAS 109). IllVest­

ment tax uedits of approximateiy $18 millioll previOUsly c.Jeciucted

for i,lcome tax purposes fOl' Atlanta Gas Light, Elizabetrltowil Gas.

Florida City Gas "md Elkton Gas have been defelTed for fillancial

accounting purposes and are being amortized as credits to

income over the estimated lives of the related properties in accor­

dance with regulatory requirements.

State and Local Taxes " We collect and remit various taxes

Oil behalf of various governmental autl'rorities. We record H,ese

amoullts in our consolidated balance sheets except taxes in the

state of Florida which we are required to include in revenues and

opel'8ting expenses Ti'lese Florida related taxes are not material

for any periods presented

Distl'ibution Operations)} We recorel revenues when services are

proVided to customers. Tilose revellues are basecl on rates

approved by tile state regulator'y commissions of our utilities.

As required by the Georgia Commission, in Jul}' 1998.

Atlanta Gas Light began billillg Marketers il'l equal mOllthly il'lstall­

mellts for each residential, cOllllllereial ane1 industrial customel"s

distribution costs As required by the Georgia Cornmisslon, effec­

tive February 1, 2001, AtlcU'lta Gas Light implemented a seasonal

rate cleslgll for tile calculation of each residelltial customer's

annual straight-fixed-variable (8FV) capacity charge, which is billed

to Marketers and reflects the historic volumetric usage pattem for

the entire residelltial class Generally. Hlic~ change results in resi­

dential custolllel'S being billed by Marketers for a higher capacity

charge in the winter mOllths and a lower charge In the summer

months. This requil'ement has an operating cash flolt! impact but

does I'lot change revenue recogllition. As a result, Atlallta Gas

Light cOlltinues to recognize its residelltial SFV capacity reve, lues

for financial repolling purposes i,'1 equal monthly installments

Any ciifference betweell the I':lillings under trle seasonal I'ate

design and the SFV revenue recognized is deferred and recorl­

cileci to actual billings 01'1 an al'mual basis Atlallta Gas Light hacl

urlrecoIJerecl seasonal rates of approximately $11 million as of
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December 31, 2006 anel $11 million as of December 31. 2005

(included as CUtTent assets ill the consolidated balance sheets)

related to Hle difference between the billings under the seasonal

rate design and the SFV revenue recognized.

The Elizabethtown Gas. Virgillia i\latural Gas, Florida City

Gas, Chattanooga Gas and Elktoll Gas rate structures include

volumetric rate desigl'ls that allm'l recovery of costs through

gas usage Revenues from sales and tl'anspol1atioll services are

recognizeeJ in the same perioeJ in which the reiated volumes are

deiivered to customers. Revenues from residelltial and certaill

commercial and industrial customers are recognized on tile basis

of scheduled meter readings, 11'1 addition, revenues al'e recorded

for estimated deliveries of gas, not yet billed to these customers,

from the meter readillg date to the erld of the accountillg period,

These are included in the consolidated balance sheets as unbilled

revenue For other commerdal and industrial custorners and all

wholesale custmners, revel lues are based on actual delivenes to

the enel of tile penod.

The tariffs for Elizabethtown Gas, Virginia Natural Gas and

Chattanooga Gas contain weather Ilormalization adjustments

(VVNA) that largely mitigate the impact of unusually cold or warlll

weather 01'1 customer billings anel operating margin, Tile VVNA's

purpose IS to reduce the effect of weatller on customer bills by

reducing bills wilen winter weather is colder tllan normal and

increasing bills when weather is warmer than normal.

Retail Energy Operations" VVe record retail energy operations'

revenues whel'l services are provided to customers Revenues

from sales and transportation services are recognized in the same

period in which the related volumes are delivered to customers.

Sales revenues from residel'ltial and certain cOlllmercial and indus­

trial customers are recognized on the basis of scheduled meter

readings. III addition, revenues are recorded for estimated deliver­

ies of gas, not yet billed to these customers. frmn the most recent

metel' reading date to the end of the accountillg period, These are

Includeel In the cOllsolldated balance sheets as unblileei !'8Velllle,

For other commercial anel industrial customers anel all wholesale

customers, revenues are based on actual elellveries to the end of

the penod.

Wholesale Services" VVe record wholesale services' revenues

when services Elre pr-ovieled to customers. Profits flom sales

between segments are eliminated in the corporate segment and

are recognized as goods or sel'vices sold to end-use customers.

Tral'lsactions that qualify as derivatives under SFAS No. 133,

"Accounting foe Derivative Instruments and Hedging Activities"

(SFAS 133), are recorded at fair value with changes in fair value
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recognized in earnings in the perioel of change and characterized

as unrealized gaills or losses.

Cost of Gas

Excluding Atlanta Gas Ligllt. we charge our utility customers for

natura! gas consuilled using purchased gas adjustment (PGA\

Illechanisills set by tile state regulatory agellcles. Under tile PGA

we defer (that is. include as a current asset or liability in the consol­

Idated balance sheets and exclude from tile statements of consol

idated income) the difference between the actual cost of gas and

what is collected from or billeel to custoillers In a given penod, The

deferred amount IS either billeel or refunded to our customers

prospectively through adJustlllellts to the comlllodity rate,

OUI' retail energy operations customers are charged for

natul'al gas consumed. We also include witllirl our cost of gas

amounts for fuel and lost alld urlaccounteel~fol'gas, adjustments

to reduce the value of our irlventories to market value and for gains

and losses associateel with derivatives

Comprehensive Income

Our comprehenSive Income includes net illcome plus other com­

prellensive income (OCI). whicll includes other gains and losses

affecting sllarellolders' equity tllat accounting prillclples generally

accepted in tile Uniteel States of America (GAAP) excludes from

net income. Such Items consist primarily of unrealized gains and

losses on certain derivatives designated as casll flow Iledges and

minlillum pensioll liability adjustments, The follOWing table illus­

trates our OCI activity for tile years ended Deceillber 31, 2006,

2005 alld 2004.

2006

Cash flo'1l hedges:

Net derivative unreallzecl gains

arlsillg during the periocl

(net of S7, $3 and $3 In taxes) $11 $ ~ S 6' Cl

Less reclaSSification at realized

gains illcluded ill income

(net of $1, $4 and $1 In taxes\ (1) (7) (2)

Ovedunded (unfunded)

pension obligation

(net of $7, 83 and 87 in taxes) 11 (5) (1 1)

Other (net oftax) 1

Total $21 S (7) 8 (6\



Earnings Per Common Share

We compute basic earnings per common share by dividing our

income aV8il8ble to common shareholders by ti,e daily weigllteel

average number of common sllmes outstalldillg. Dlluteel emnillgs

per common share reflect the potellti81 reduction III earnings pel'

common share th8t coulel occur when potentially elilutlve common

shmes 8re 8deleel to common shares outst8nding.

We eJerlve OUI' potenti811y dllutive com mOil shmes by cal­

culating the iiunlber of srlsres issuable under performalice units

and stock options nle future Issuance of shares unelerlying tile

performance units elepencls on the satisfaction of certain perform­

ance criteria. The future issuance of shmes underlying the out­

standing stock options depellds 011 whether the exercise prices

of the stock options are less than the average market price of the

cOlllmon shares for the respective periods. No items are antidi­

lutive. The following table shows the calculation of our diluted

earnil'lgs per share for the periods presented if peliormance units

currently earned uncler the plc1rl ultinlately vest and if stock

options currently exercisable at prices below the avel'age market

prices are exercised.

")'-,S 2006 2:~:)!1

Dellominator for b8Sic earnings

per share' 77.6 77.3 66.3

Assumed exercise of potential

commOll shares 0.4 0.5 0.7

Denominator for diluted earnings

per share 78.0 77.8 670
:r It:;,,;,'-I~I :'Q

Use of Accounting Estimates

The preparatioll of our fillancial statemel:ts In conformity with

GAAP requires us to make estimates alld juclgments that affect the

I'8ported amoullts of assets. liabilities, revellLles and expenses <:\IIel

the related disclosures of contillgellt assets and liabilities. We

based OUI' estimates on Ilistoncal experience and various otller

assumpliorlS that ,ve believe to be reasonable under the circum­

stances, cmd we evaluate our estirnates Oil all ongoing basis

Each of our estimates illvolve complex situations requiring a higll

elegree of Judgmel'lt either in the applicatioll and interpretation of

existing literature or in the development of estimates tllat Impact

our financial statements. Trle mosi sigilificarit estimates include

our regulatory accounting. pipeline replacement program (PRP)

accruals. erwironmental liability accruals. derivative and hedging

activities, allowance for contingencies, pensiorl anel postretirement
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obligations and provisioll for income taxes. Our actual results could

differ from our estimates_

Accounting Developments

FIN 48 » In July 2006, the FASB issued SFAS Interpretation

No. 43. "Accountllig for Uncertainty in Income Taxes-an interpre­

tC).tiOll of SFAS Statemellt No. 109" (FIN 48). FIN 48 applies to

811 "tax positions" accounted for under SFAS 109 FIN 48 refers to

·'tax positions" as POSitions taken in 8 preViously filed tax I'eturn or

positions expected to be taken in a future t8X return that are

reflected in me8Sunng currellt or deferred income tax assets anel

liabilities reporteel In the finclncial st8temellts. FIN 48 fUl'ther clan­

fles a tax positioll to incluele the follOWing:

• a deCision not to file CI tax (Gtum In a particular jUrisdiction for

which a return might be reqUired,

• an allocation or 8 sllift of income between taxing jurisdictions,

the chmacterlz8tion of Income or a decision to exclude reporting

taxable income in a tax return, or

• a decision to classify a tl'8nS8ctlon. entity, or otllel- position in a

t8X return as tax exempt.

FIN 48 clarifies that a tax benefit may be reflected in the

financial statements only if it is "mom likely than rIot" tllat a conl­

pany will be able to sustain the tax return position, based on its

techllical merits. If a tax bellefit meets this ulteriorl" It shoulcl be

measured and recognized based on the largest amount of benefit

tllat is cumulatively greatel' than 50% likely to be realized. This is a

change from current practice, wherelJy companies Illay I-ecognize

a tax bellefit only if it is probable a tax position will be sustained

FIN 118 also requires that we make qualitative and quantita­

tive disclosures, il-Icluding a discussion of I-easonably possible

cllcmges tllClt might occur in urlrecogl-lizeel tax bellefits over the

next 12 mmlths; a description of opell tax yeal's by major jurisdiC­

tions; and a roll-forward of all umecogrlizecJ tax benefits. presented

as a recollciiiatioll of the beginlling and endillg balances of the

umecognized tax benefits on an aggregated basis.

This statement became effective fo;- us on January 1" 2007

and. based on our analysis. FIN18 eloes 1'lOt have a material effect

011 our consolidated results of operatiolls, cash flows or finan­

Cial POSitlOll

SFAS 157 » III Septel-nber 2006, the FASB issued SFAS No. 157.

"Fair Value Measurernellts" (SFAS 157). SFAS 157 establishes a

framework for measul-lrlg fair value and requires expallded disclo­

sures regarding fall' value measurements SFAS 157 cjoes not
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require any new fair value measurements. However, it eliminates

inconsistencies in the guidance pwvided in previous accounting

pronouncemellts.

SFAS 157 is effective for financial statements Issued fOl" fis­

cal years beginning after November 15, 2007, al'ld interim periocJs

withil'! those fiscal years Earlier application is encouraged, pro­

vided that Hle reportillg entity has not yet issued financial state­

ments for that fiscal year, including financial statements for an

interim period within that fiscal year. All valuation adjustments will

be recognized as cumulative-effect adjustments to the opening

balance of retained earnings for the fiscal year in which SFAS 157

is initially applied. We are currently evaluating the impact that

SFAS 157 will have on our consolidated I"8sults of operations, cash

flows and financial position

Note 2 » Risk Management

Our I'isk management activities are monitored by our Risk Manage­

ment Committee (RMC). The RMC cOllsists of members of sel'lior

management and is charged with reviewing and enforcing our risk

management activities. Our risk management policies limit tile use

of derivative financial instruments and physical transactions withirl

predefined risk tolerances associated with pre, existing or antici­

pated physical natural gas sales and purchases alld system use

and storage. We use the following derivative financial instruments

and pllysical transactions to manage commodity price, interest

rate and weather risks:

• forward contracts

• futures contracts

• options contracts

• financial swaps

• treasury locks

• weatller derivative contracts

stOl"age and transportation capacity transactiorls

Interest Rate Swaps

To maintain an effective capital structure, our pOliCy is to borrow

funds uSing a mix of fixed-rate and variable-rate debt. We entered

into intemst rate swap agreements for the purpose of managing

tile Interest rate risk associated with our fixed-rate and vanable­

rate debt obligations, We designated these interest rate swaps as

fair value hedges In accordance with SFAS 133. We record tile

gain or loss on fair value hedges in eamings in the period of

change. together with the offsetting loss or gain on the hedged

item attributable to the risk being Iledged,
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As of December 31, 2006. 21 notional principal amount of

$100 milliorl of these interest rate swap agreements effectively

converted the interest expellse associated with a portion of our

senior notes from fixed rates to variable rates based on an interest

rate equal to the London Interbank Offered Rate (L1BOR), plus a

spread determined at the swap date. The floatirlg rate for our inter­

est rate swaps for the year ended December 31,2006, was 9.0'10

Commodity-related Derivative Instruments

Elizabethtown Gas» In accordance with a directive from the

New Jersey Commission, Elizabethtown Gas enters into derivative

transactions to hedge the impact of market fluctuations in Ilatural

gas prices. Pursuant to SFAS 133, such derivative transactiolls are

marked to market eacll reporting period. In accordance with regu­

latory requirements, realized gains and losses related to these

derivatives are reflected in purchased gas costs arid ultimately

included in billings to customers. As of December 31,2006, Eliza­

bethtown Gas had entered into New York Mercalltile Exchange

(NYMEX) futures contracts to purchase approximately 8.55 Bet of

natural gas. Approximately 81 % of these contracts have a duration

of Olle year or less, and none of these contracts extends beyond

October 2008.

Sequent» We are exposed to risks associated with changes in

tile market price of natural gas, Sequellt uses denvatlve financial

instruments to reduce our exposure to the risk of changes In the

prices of natural gas. The fair value of these derivative financial

instruments reflects the estimated all10Ullts that we would receive

or pay to term'lnate 01' close the contracts at the reporting date,

taking into account the current unrealized gains or losses on open

contracts, We use external market quotes and indices to value

substantially all the finanCial instruments we use,

We mitigate substantially all the commodity price risk associ­

ated with Sequent's natural gas portfolio by locking in the economic

margin at the time we enter into natural gas purcllase transactions

for our stored natural gas. We purchase natural gas for storage

wrlell tile difference in the current market price we pay to buy and

transport natural gas plus the cost to store the I'latural gas is less

than tile market price we call receive in the future, resulting in a

positive net profit margin. We use NYMEX futures contracts al'ld

other over-tlle-counter derivatives to sell natural gas at that future

price to substantially lock In the profit margin we will ultimately real­

ize whell the stored gas is actually sold. These futul'es contracts

meet the deflnltiorl of derivatives ullder SFAS 133 and are recorded

at fair value and marked to market il'l our consolidated balance



sheets, with changes in fair value recorded in earnings in the period

of change. The pUI'chase, transporiation, storage and sale of natu­

ral gas are accounted for on a weighted average cost or accrual

basis, as appropnate rather than on the mark-to-market basis we

utilize for the derivatives used to mitigate the commodity price risk

associated with our storage portfolio This difference in accounting

can result in volatility in our reported earnings, even though the eco­

nomic margin is essentially unchanged from the date the tl'ansac­

tions were consummated.

At December 31, 2006. Sequent's commodity-related deriv­

ative financial instruments representecl purchases (long) of 607 Bet

and sales (SllOrt) of 614 Bet with approximately 94% of these

instruments scheduled to mature in less than two years and the

remaining 6% in three to nine years. At December 31,2006, the

fair values of these derivatives were reflected in our consolidated

financial statements as an asset of $133 million and a liability

of $14 million. Sequent recorded a net unrealized gain related to

changes in the fair value of derivative instruments utilized in its

energy marketing and risk management activities of $132 million

during 2006. $30 million of unrealized losses during 2005 and

unrealized gains of $22 million during 2004.

SouthStar " Commodity-related derivative fil'lancial instruments

(futures, options and swaps) are used by SouthStar to manage

exposures arising from changing commodity prices. SouthStar's

objective for holding these derivatives IS to utilize the most effective

method to reduce or eliminate the impact of tllis exposure. We

have designated a poriion of SouthStar's denvative transactions as

cash flow hedges under SFAS 133. We record derivative gains or

losses arisil'lg from cash flow hedges in OCI and reclassify them

into earnings in tile same period as the settlemellt of the underly­

ing hedged itern. We recorrj allY hedge ineffectiveness, defined as

when the gains or losses 01', the hedging instl'ument do not offset

and are gl'8ater than the losses or gaills on the hedged itern, in

cost of gas in our statement of consolidated income in the period

in which it occurs. SouthStar currently has minimal hedge Ineffec­

tiveness. We have not deSignated the remainder of SoutllStar's

derivative instruments as hedges under SFAS 133 and, accord­

ingly, we record challges in their fair value In earnrngs in the period

of change.

At December 31, 2006, the fair values of these derivatives

were reflected in our consolidatecl finanCial statements as a current

asset of $28 Illillion and a current liability of $12 million. For those

open clerivatives with maturity dates beyond December 31, 2007.

the fair value of these denvatives is reflected as a long-term asset

of $2 million in our consolidatecl financial statements, The maxi­

mum matunty of opell positions is less than two years. with those
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positions greater than one year but less than two years represent­

ing a net position of 02 Bcf.

SouthStar also enters into botll exchange and over'-the­

counter derivative transactiol'lS to hedge commodity price risk.

Credit risk is mitigated for exchange transactions through the

backing of the NYMEX member firms. For over-Hle-counter trans­

actions, SouthStar utilizes master netting arrangements to recluce

overall credit risk. As of December 31,2006, SouthStar's maxi­

mum exposure to any single over-the-counter counterparty was

$7million

Weather Derivatives

In September 2006, SouthStar elltered into weather denvative

contracts as an economic hedge of operating margins in the evellt

of warmer-than-normal weather in the currellt heating season,

primarily from November 2006 thmugh Marcil 2007. SouthStar

accounts for these contracts using the intrinsic value method

under the guidelil'les of Emerging Issues Task Force Issue No. 99-02,

"Accounting for Weather Derivatives." SouthStar had IlO weather

denvatives outstanding as of December 31.2005 or 2004. As of

December 31, 2006, SouthStar recorded a receivable of $7 million

for this hedging activity.

Concentration of Credit Risk

Atlanta Gas Light" Concentration of credit risk occurs at Atlanta

Gas Light for amounts billed for services and other costs to itS cus­

tomers, which consist of 11 Marketers in Geol'gia. The credit l'isk

exposure to Marketers varies seasonally, with the lowest exposure

in the nonpeak summer months and the highest exposure in the

peak winter months. Marketer's are responsible for tile retail sale of

natural gas to enel-use customers in Georgia. These retail functions

include customer sel'vice, billing, coilections, and the purcl'lase and

sale of natural gas. Atlanta Gas Light's tariff allows it to obtain

secunty support in an amount equal to a mirlirnurn of two times a

Marketer's highest month's estimated bill from Atlanta Gas Light.

Wholesale Services" Sequent has a concentration of credit rrsk

for services it provides to marketers and to utility and Industrial

customers. This creelit rrsk is measured by 3D-day receivable

exposure plus forward exposure, which is generally concentrated

in 20 of ItS customers. Sequent evaluates the credit rrsk of Its CLlS­

tomeI's using a Standard & Poor's Ratings Services (S&P) equiva­

lent credit rating, which is determined by a process of converting

the lower of the S&P or Moody's Investors Service (Moody's) ratillg
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to an internal rating ranging from 9.00 to 1.00, with 900 being

equivalent to AAAlAaa by S&P and Moody's and 100 being

equivalent to D or Default by S&P and Moody's. For a customer

without an external rating, Sequent assigns an internal rating

based on Sequent's analysis of the strength of its fillancial ratios. At

December 31, 2006, Sequent's top 20 customers rewesented

approximately 57'!o of the total credit exposure of $39~ million,

derived by adding together the top 20 customers' exposures and

dividing by the total of Sequent's counterparties' exposures.

Sequent's customers or tl'le customers' guarantors had a weighted

average S&P equivalent rating of A- at December 31, 2006.
The weigllted avemge credit ratillg is obtained by multiplying

each customer's assigned internal rating by its credit exposure 2md

then adding the individual results for all counterparties. That total is

divided [)y tile aggregate total exposure. This numeric value is

converted to an S&P equivalent

Sequent has established credit policies to determine and

monitor the creditwolihiness of counterparties, includillg require­

ments for posting of collateral or other credit security, as well as

the quality of pledged collateral. Collateral or credit security is most

often in the form of cash or letters of credit from an investment­

grade financial institution, but may also include cash or U.S. Gov­

ernment SeCUrities held by a trustee. When Sequent IS engaged In

more than one outstanding derivative transaction with the same

counterparty and it also has a legally enforceable netting agree­

ment with that counterparty, the "net" mark-to-market exposure

represents the netting of the positive and negative exposures with

that counterparty and a reasonable measure of Sequent's credit

risk, Sequent also uses other netting agreements With certain

counterparties with which it conducts Significant transactions.

All activities associated with price risk management actiVI­

ties and derivative instruments are included as a component of

cash flows from operating activities in our consolidated statements

of cash flows. Our derivatives not designated as hedges under

SFAS 133, included In operating cash flows for the years ended

December 31, 2006, 2005, and 2004 were $( 128) millioll, $36 mil­

lion, and $(22) million, respectively.
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Note 3 » Regulatory Assets and Liabilities

We have recorded regulatory assets and liabilities in our consoli­

dated balance sheets in accordance with SFAS No. 71, "Accounting

for the Effects of Certain Types of RegUlation" (SFAS 71). Our regu­

latory assets and liabilities, and associated liabilities for our unrecov­

erecl PRP costs, unrecovered environmental remediation costs

(ERC) and the associated assets and liabilities for our Elizabethtown

Gas hedging program, are summarized in the table below.

D.::ce"l:)E::

j'1 2006 2!}:JS

Regulatory assets

Unrecovered PRP costs $274 $303

Unrecovered ERC 170 196

Elizabethtown Gas hedging program 16
Unrecovered postretirement benefit costs 13 1~

Unrecovered seasonal rates 11 11

Umecovered PGA 14 8
Other 13 10

Total regLiI~tc:>ry assets ___ 511 542

Associated assets

Elizabetht()vvn~ashedging Rfogram _ 17

Total regulatory and associated assets $511 $559
Regulatory Iiabi lities

Accumulated removal costs $162 $156

Elizabethtovvn Gas hedgillg program 17

Unamortized investment tax credit 18 19

Deferred PGA 24 40

Regulatory tax liability 22 17

Other 10 6

_To.121l regulator',! Ji§.bilities 236 255

Associated liabilities

PRP costs 237 265

ERC 87 88

E:liziltJetht()wn GasheejfJi_ng prograrl~_ 16

Total associated liabilities 340 353
------ ----

Total regulatory and associated liabilities $576 $608

Our regulatory assets are recoverable through either rate rid­

ers or base rates speCifically authOrized by a state regulatory com­

miSSion. Base rates are deSigned to provide both a recovery of

cost and a return on investment during tile period rates are in

effect. As SUCll, all our regulatory assets are subject to review by

the respective state I'egulatory commission dUring any future rate

proceedings. In the event that the proviSions of SFAS 71 were no

longer applicable, we would recognize a write-off of net regulatory

assets (regulatory assets less regulatory liabilities) that would result



in a charge to net income, mid classified as an extraordinary item.

Although the natural gas distribution industry is becoming increas­

ingly competitive, our utility operations continue to recover their

costs through cost-based rates established by the state regulatory

commissions. As a result, we believe that the accounting pre­

suibed under SFAS 71 renlaills appropriate. It is also our opinioll

that all regulatory assets are recovel'able ill future rate proceed­

ings, and therefore we have not recorded any regulatory assets

that are recoverable but are not yet included in base rates or con­

templated in a rate rider.

All the regulatory assets included il'l the table above are

included in base rates except for the umecovered PRP costs,

unrecovered ERC and the deferred PGA, which are recovered

through specific rate riders 01'1 a dollar for dollar basis. The rate rid­

ers that authorize recovery of unrecovered PRP costs alld the

deferred PGA include both a recovery of costs alld a return on

investment durillg the recovery period. We have two rate riders

that authorize the recovery of unrecovered ERC. The ERC rate

rider for Atlanta Gas Light only allows for recovery of the costs

incurl'8d and the recovery period occurs over the five years after

the expense is incurred. ERC associated with tile investigation and

remediation of Elizabethtown Gas remediation sites located in the

state of New Jersey are recovered under a remediation adjustment

clause and include the carrying cost on umecovered amounts not

currently In rates. Elizabethtown Gas's hedging program asset

reflects unrealized losses that will be recovered through the PGA

on a dollar for dollar baSIS, once the losses are realized. Umecov­

ered postretirement benefit costs are recoverable through base

rates over the next 7 to 26 years based on the remaining recovery

period as deSignated by the applicable state regUlatory commis­

sions. Umecovered seasonal rates reflect the difference between

the recognition of a portion of Atlanta Gas Light's residential base

rates revenues on a straight-line basis as compared to the collec­

tion of the revenues over il seasonal pattern. The umecovered

amounts are fully recoverable througll base rates within one year.

The regulatory liabilities are refunded to ratepayers througll a

rate nder or base rates. If the regulatory liability is included in base

rates, the amount is reflected as a reduction to the rate base in

setting rates.

Pipeline Replacement Program

Atlanta Gas Light» The PRP, ordered by the Georgia Commis­

sion to be administered by Atlanta Gas Light, requll'es, among

otller things, that Atlanta Gas Light replace all bare steel and cast

Iron pipe In its system in the state of Georgia within a 10-year

period beginning October 1, 1998. Atlanta Gas Light identified,

AGL Resources Inc. / 2006 Annual Report

and provided notice to the Georgia Commission of 2,312 miles

of pipe to be replaced. Atlanta Gas Light has subsequelltly identi­

fied an additional 320 miles of pipe subject to replacement under

this program. If Atlanta Gas Light does 110t perform in accoreJance

with this order, it will be assessed certain nOl'lperformance penal­

ties October 1, 2006 marked the begillning of the ninth year of the

1O-year PRP.

The order also pmvides for recovery of all prudent costs

incurred in the performance of the program, which Atlarlta Gas

Light has recorded as a regulatory asset. Atlanta Gas Light will

recover from end-use customers, through billings to Marketers,

the costs related to the program net of any cost savings from the

program. All sudl amounts will be recovered through a combi­

nation of straight-fixed-variable rates and a pipeline replacement

revenue rider. The regulatory asset has two components'

• the costs incurred to date that have not yet been recovered

through the rate rider

• the future expected costs to be recovered through the rate rider

011 June 10, 2005, Atlanta Gas Light and the Georgia Com­

mission entered into a Settlemel'lt Agreement that, amollg other

things, extends Atlanta Gas Light's PRP by five years to require

that all replacements be completed by December 2013. The tim­

ing of replacements was subsequently specified in an amendment

to the PRP stipulation. This amendment, which was approved by

the Georgia Commission on December 20, 2005, requires Atlanta

Gas Light to replace all cast iron pipe and 70% of illl bare steel

pipe by December 2010. The remaining 30% of bare steel pipe IS

required to be replaced by December 2013.

Under the Settlement Agreement, base rates charged to

customers will remain unchanged through April 30, 2010, but

Atlanta Gas Light will recognize reduced base rate revenues of

$5 million on an annual basis through April 30, 2010. The five-year

total reduction in recognized base rate revenues of $25 million will

be applied to the allowed amount of costs InculTed to replace

pipe, whlell will reduce the amounts recovered from customers

under the PRP rider. The Settlement Agreement also set the per

customer fixed PRP rate that Atlanta Gas Light will charge at

:£1.29 per customer per month from May 2005 througll September

2008 and at :£1.95 from October 2008 tllrougll December 2013

and includes il provision that allows for a true-up of any over- or

under-recovery of PRP revenues that may result from a difference

between PRP charges collected through fixed rates and actual

PRP revenues recognized through the remainder of the program.

Tile Settlement Agreement also allows Atlanta Gas Light to

recover through tile PRP $4 million of the :£32 million capital costs

associated with its purchase of 250 miles of pipeline in centml

p.81



AGL Resoul'ces Inc. / 2006 Annual Report

Notes

Georgia from Southern Natural Gas Company, a subsidiary of El

Paso Corporation, The remaining capital costs are included ill

Atlanta Gas Light's rate base and collected tllrough base rates

Atlanta Gas Light llas recol'ded a long-term regulatory asset

of $247 million, which represents the expected future collection of

both expenditures already incurred and expected future capital

expenditures to be incurred through the remainder of the program,

Atlallta Gas Light has also recorded a CUilent asset of $27 million,

which represents the expected amount to be collected from cus­

tomers over the next 12 months. The amounts recovered from the

pipeline replacement revenue rider during the last three years were:

$27 million in 2006

• $26 million in 2005

$28 million in 2004

As of December 31, 2006, Atlanta Gas Light had recOl'ded a

current liability of $35 million, representing expected program

expellditures for the next 12 months and a 10ng-telTn liability of

$202 million, representing expected program expenditures starting

ill 2008 through the end of the program in 2013,

Atlanta Gas Light capitalizes and depreciates tl'le capital

expenditure costs incurred from the PRP over the life of the assets.

Operation and maintenance costs are expensed as Incurred.

Recoveries, which are recorded as revenue, are IJased on a for­

mula that allows Atlanta Gas Light to recover operation and main­

tenance costs in excess of those included in its current base rates,

depreciation expense and an allowed rate of return on capital

expenditures. In the near term, the primary financial impact to

Atlanta Gas Light from the PRP is reduced casll flow from operat­

ing and investing activities, as the timing related to cost recovery

does not match the timing of when costs are incurred, However,

Atlanta Gas Light IS allowed the recovery of carrying costs on the

under-recovered balance resulting from the timing difference,

Elizabethtown Gas» In August 2006, the New Jersey Commis­

sion issued an order adopting a pipeline replacement cost recov­

ery I'ider program for the I'eplacement of certain 8" cast Iron main

pipes and any unanticipated 10"-12" cast iron main pipes integral

to the replacement of the 8' main pipes. The order allows Eliza­

bethtown Gas to recognize revenues under a deferred recovery

mecllalllslTI for costs to replace the pipe that exceeds a base­

line amount of $3 million. The term of the stipulation is from the

date of the order through December 31, 2008. Total replacement

costs through December 31,2008 are expected to be $10 million,

of which $7 million will be eligible for the deferred recovery mecha­

Illsm. Revenues recognized and deferred for recovery under the

stipulation are estimated to be approximately $1 million. All costs
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incurred under the program will be included in Elizabethtown Gas'

next rate case to be filed in 2009.

Environmental Remediation Costs

We are subject to federal, state and local laws and regulations

governing environmental quality and pollution control. These laws

and regulations require us to remove or remedy the effect on tile

environment of the disposal or release of specified substances at

current and former operating sites.

Atlanta Gas Light» The presence of coal tar and certain other

byproducts of a natural gas manufacturing process used to pro­

duce natural gas prror to the 1950s has been identified at or near

10 former Atlanta Gas Light operating sites in Georgia and at

3 sites of predecessor companies in Florida. Atlanta Gas Light Ilas

active environmental remediation or monitoring programs in effect

at 10 of these sites. Two sites in Florrda are currently in the il1\lestl­

gatlon or preliminary engineering deSign phase, and one Georgia

site Ilas been deemed compliant with state stalldards.

Atlanta Gas Light has customarily reported estimates of

future remediation costs for tllese former sites based on proba­

bilistic models of potential costs. These estimates are reported on

an undiscounted basis. As cleanup options and plans mature and

cleanup contracts are entered into, Atlanta Gas Light is better alJle

to provide conventional engineering estimates of the likely costs of

remediation at its former sites These estimates contain various

engineering uncertainties, but Atlallta Gas Light continuously

attempts to refille and update these engineering estimates.

Atlallta Gas Light's current estimate for the remaining cost of

future actions at its former operatillg sites is $27 million, a reduc­

tion of $'1 million over 2005, which may challge depending on

whether future measures for groundwater will be required,

These liabilities do not inclucJe other potential expenses, such

as unasserteei property damage claims, personal injury or natural

I'esource damage claims, un budgeted legal expenses or other

costs for which Atlanta Gas Light may be held liable but for which it

callnot reasonably estimate an amount As of December 31, 2006,

the remediation expenditures expected to be incurrecl over the next

12 months are reflected as a current liability of $13 million.

The ERG liability is included as a corresponding regulatory

asset, which is a combinatioll of accrued ERC and umecovered

cash expenditures for investigation alld c1eallup costs. Atlanta Gas

Light has three ways of recovel'ing investigation and cleanup

costs. First, the Georgia Commission has approved an ERC recov­

ery rider. The ERC recovery mechanism allows for recovery of

expenditures over a five-year period subsequent to the period in



which the experlditures are incurred. Atlanta Gas Light expects to

collect $26 million in revellues over the next 12 months ullder the

ERC recovery rider, which is retlected as a current asset. The

amounts recovered from the ERC recovery rider durillg the last

three years were:

• $29 million in 2006

• $28 million ill 2005

• $25 million in 2004

The second way to recover costs is by exercising the legal

rights Atlanta Gas Light believes it has to recover a share of its

costs from other potentially respOilsible parties, typically former

owners or operators of these sites. There were no material recover­

ies from potentially responsible parties during 2006. 2005 or 2004.

The third way to recover costs is from the receipt of net prof­

its fmm the sale of remediated property. There was one sale of

property during 2006.

Elizabethtown Gas» In New Jersey. Elizabethtowil Gas is cur­

rently conducting remediation activities with oversight from the

New Jersey Department of Environmental Protection. Although

we cannot estimate the actual total cost of future environmental

investigation and remediation efforts with precision, based on

probabilistic models similar to those used at Atlanta Gas Light's

former operating sites, the range of reasonably probable costs is

$60 million to $118 million. As of December 31, 2006, we have

recordeci a liability equal to the low end of that range, or $60 million,

of which $6 millioll in expenditures are expected to be incurred over

the next 12 months.

Prudently incurred I'emediatiorl costs for the New Jersey

properties have beer'l authorized by the New Jersey Commission

to be I'ecoverable in rates tllrough a remediation adjustment

clause. As a result, Elizabethtown Gas has recorded a re[Julatory

asset of approximately $65 million, inclusive of illterest. as of

December 31, 2006, reflectin[J the future recovery of both incurred

costs and accrued carrying charges. Elizabethtown Gas expects

to collect $1 million in revenues over the next 12 months. Eliza­

bethtown Gas has also been successful in recovering a portion of

remediatioll costs incurred in New Jel'sey from its insurance carri­

ers and continues to pUl'sue additional recovery.
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Note 4 » Employee Benefit Plans

Pension Benefits

We sponsor two tax-qualified defined benefit retirement plans for

our eligible employees, the AGL Resources Inc. Retirement Plan

(AGL Retirement Plan) and the Employees' Retirement Plan of NUl

Corporation (NUl Retirement Plan). A defined benefit plan specifies

the amount of benefits an eligible participant eventually will receive

using information about the pal1icipant.

We gellerally calculate the benefits under the AGL Retire­

ment Plan based on age, years of service and pay. The benefit for­

mula for tile AGL Retirement Plan is a career average earnings

formula. except for participants who were employees as of July 1,

2000, and who were at least 50 years of age as of that date. For

those participants, we use a final average earnings lJellefit formula,

and will cOlltinue to use this benefit formula for such participants

until June 2010, at which time any of those participants who are

still active will accrue future ber'lefits under the career average

earnings formula.

The NUl Retirement Plan covers substantially all of NUl's

employees who were employed on or before December 31, 2005,

except Florida City Gas union employees, who participate in a

union-sponsored multiemployer plan. Pension benefits are based

on years of credited service and final average compellsation.

Effective with our acquisition of NUl in November 200Li, we

became sponsor of the NUl Retirement Plan. Throughout 2005.

we maintained existing benefits for NUl employees, including par­

ticipatlorl in the NUl Retirement Plan. Beginning in 2006, eligible

participants in the NUl Retirement Plal'l became eligible to par­

ticipate in the AGL Retirement Plan anel the benefits of those

participants under the NUl Retirement Plan were frozen as of

December 31, 2005, resultir'lg in a $15 million reduction to the NUl

Retirement Plan's projected benefit obligatioll as of December 31,

2005. Participants in the NUl Retirement Plan have the option of

receiving a lump sum distribution upon retirement for all benefits

earned through December 31, 2005 Tilis resulted in settlement

payments of $12 million and an immaterial settlemellt loss This

option is 1'lOt permitted under the AGL Retirement Plan. except for

accrued benefits valued 8t less than $10,000.

SFAS 158 » In September 2006, the FASB issued SFAS

No. 158, "Employers' Accounting for Defined Benefit Pension and

Other Postretirement Plans" (SFAS 158). We adopted SFAS 158

prospectively on December 31, 2006. SFAS 158 requires tl1at we

recognize all obligations related to defined benefit pensions and
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other postretirement bellefits This statement requires that we quantify the plans' funding status as an asset or a liability in our consolidated

balance sheets,

SFAS 158 requires that we measure tl'le plans' assets and obligations that determine our funded status as of the elld of the fiscal year,

We are also required to recognize as a component of OCI the changes in funded status that occurred during tile year that are not recognized

as part of net periodic benefit cost as explained in SFAS No, 87, "Enlployers' Accounting for Pensions," or SFAS No, 106, "Employers'

Accountillg for Postretiremerlt Benefits Other Than Pensions"

Based on the funded status of our defined benefit pel'lsion and postretirement benefit plans as of December 31, 2006, we reported a

gain to our OCI of $11 million, a decrease of $18 milliOl'I to accrued pension obligations and an increase of $7 million to accumulated deferred

income taxes, Our adoption of SFAS 158 on December 31, 2006, had no impact on our earnings, The following tables present details about

our pension plans,

i'"GL rh:;! of)' ,e~'ll P'd'l

Dec. 31, 2006 DeG. ;51. 20(:5
-- ---------- - - -

NUl Ret 'e"";.'nt 1"('\11

Dec. 31 , 2006 U:~:' J 1. 2C05

2 1Li

J:2.Ql." "j~QL
$368 $359

$286 $279

31 21

6 6

(20) (20)

$303 $286

$ (65) $ (73)

119

------
(10)

$ (65) $ 36

$ - $ 42

(65) (7)

(921.

$ (65) $ (57)

Change in benefit obligation

Benefit obligation at beginnillg of year

Service cost

Interest cost

Plan amelldments

Settlement loss

Settlement payments

Actuarial loss (gain)

E3f3n~fit~QaicL

Benefit obligation at end of year

Change in plan assets

Fair value of plan assets at beginning of year

Actual return on plan assets

Employer contnbution

Settlement payments

E3f3rlf3ft1spald

Fair value of plan assets at end of year

Reconciliation of funded status'

Plan assets less than benefit obligation at end of year

Unrecognized net loss

LJn recQQ.ni.zi3dprior servicetJ13rl13fit,

(Prepaid) accrued pension cost"

Amounts recognized in the statement of financial position consist of

Prepaid benefit cost

Accrued benefit liability

Accumulated OCI
----------- --

Net amount recognized at year end;

$359

7

20

$3110

6
19

$105

5

1

(12)

(7)

,_ ,_, _ (6)
$ 86

$ 85

4

1

(12)

j§)

$ 72

$ (14)

$ (14)

$ ­
(14)

$ (14)

$1LiLi

L1

8

(15)

(11)

(32)

$105

$111

6

pg)
$ 85

$ (20)

Li

L1~)

$ (31)

$ ­

(31)

$ (31)
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The accumulated benefit obligation (ABO) and o)her information for the AGL Retirement Plan and the NUl Retirement Plan are set forth

in the followingtable.'

Pmjected benefit obligatioll

ABO

Fair value of plan assets

Increasein minimum liabilityinCILJd_esJ ~nQ(;I

Components of net periodic benefit cost

Service cost

Interest cost

Expected return on plan assets

Net amortization

BElCiJgnJz~d_ClCWCl!i~l()ss

Net annual pension cost

;\GL H:,;[;'e-"!'";:")! P18:1 ~JUI R""i·''''·' e'l( P8j)

Dec. 31 . 2006 Dec:. ,31. !'.X:S Dec. 31, 2006 Dec. ~CY.;5
-- ------------

$368 $359 $86 $105

352 343 86 105

303 286 72 85

13 8

$ 7 $ 6 $- $ 4

20 19 5 8

(24) (211) (7) (9)

(1 ) (1 ) (1 )

9 7

$ 11 $ 7 $ (3) $ 3

There were no other changes in plan assets and benefit obligations recognized for the AGL and NUl Retirement Plans for the year ended

December 31, 2006.

The 2007 estimated OCI amortization and expected I'efunds for the AGL and NUl Retirement Plans are set forth in the following table.

Amortization of transition obligation

Amortization of prior service cost

Amortization of lIet loss

Refullds expecteel

$­
(1)

6

$­
(1 )

The effects of SFAS 158, Including the additional minimum liability (AML) adjustments, for the AGL Retirement Plan and the NUl Retire­

ment Plan are set forth in the following table.

Prepaid pension asset (accrued penSion liability)

Intangible asset

Deferred tax asset

OCI- pension, net of tax

OCI --: pension. pr§.:tax_

i'l

Prepaid pension asset (accrued pension liability)

Intangible asset

Deferred tax asset

OCI~pension, net of tax

OCI ~ pension, pre-tax

$30

1':1':- sr.'\S

v,: \",:;~;i i\".-'ll ,-;cl:,J~;i ,-: 8:11
1

$(27)

$(79) $(49) $( 16)

30 30 6
49 49 10

79 79 16

$- $(27) $13

(5)

(8)

(13)

$(65)

36

59

95

$(14)

(5)

(8)

(13)
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Notes

The following table sets forth the assumed weighted aver­

age discount rates and rates of compensation increase used to

determine benefit obligations at December 31.

Our actual retirement plans' weighted average asset alloca­

tions at December 31, 2006 and 2005 alld our target asset allo­

cation ranges are as follows:

We consider a variety of factors in cletermining and selecting

our assumptions for the discount rate at December 31. We con­

sider certain mal-ket indices, including 1v100dy's Corporate AA

long-term bond rate, tile Citlgl'Oup Pension Liability rate our actu­

aries model and our own payment stmam based on these indices

to develop our rate, Consequently, we selected a discount rate of

5,8% as of December 31, 2006. following our review of these vari­

ous factors.

L\CL nei 'W"A'll F' o~'i 2006 2C8-1
- - ----------- ---

Discount rate 5.5% 5.8% 6,30;()

Expected return on plan assets 8.8% 8,8% 8.8%

Rate of comJ1~llsatiCJIl...Ir1ciElase__ 4.0% 4.0% 4,0%

NUl Rf<t:'<:i-"e~l~ P'J:l 2006 :zcu:.J 2;;0-1

Discount rate 5.5% 5.8S/~) 5.8%

Expected return on plan assets 8.8% 8,5% 8.5%

Rate of compensatiClnin,c;rease -% 4.0% 4,0%

We consider a number of factors In detel"lllinlllg and select­

Ing assumptions for tile overall expected long-term rate of return

on plan assets. We consider the histOrical long-term return experi­

ence of our assets, the current and expected allocation of our plan

assets, and expected long-tel"lll rates of return. We derive these

expected long-term rates of return with the assistance of our

investment adVISors and genemlly base these rates on a 10-year

Ilorizon for various asset classes, our expected investments of

plan assets and active asset managemellt as opposecl to invest­

ment in a passive illdex fund. We base our expected allocation of

plan assets on a diversified portfolio consisting of domestic and

International equity securities, fixed income, real estate, private

equity securities and alternative asset classes.

The followillg tables present the assumed weighted average

discOLlllt rate. expected return on plan assets and rate of compen­

satioll increase used to determine net pel'iodic berlefit cost at the

beginning of the period, which was January 1.

The Retirement Plan Illvestment Committee (the Committee)

appointed by our Board of Directors is responsible for overseeing

the investmellts of the retirement plans, Further, we have an Invest­

ment Policy (the Policy) for the retirement plans that aims to

preserve the retirement plans' capital and maximize investment

earnings in excess of inflation within acceptable levels of capital

market volatility, To accomplish this goal, the retirement plans' assets

are actively managed to optimize long-term return while maintaining

a high standard of portfolio quality and proper diversification.

The Policy'S risk management strategy establishes a maxi·

mum tolerance for risk in terms of volatility to be measured at 75°!<)

of tile volatility experienced by the S&P 500, We will continue to

diversify retirement plan investments to minimize the risk of large

losses in a single asset class, The Policy's permissible investments

include domestic alld internatlollal eqUities (including convertible

securities and mutual funds), domestic and international fixed

income (corporate and U.S, government obligations), cash and

cash eqUivalents and other suitalJle investments, The asset mix of

these permiSSible investments is maintained witllin the Policy's

target allocations as included in the preceding tables, but the

Committee can vary allocations between various classes or invest­

ment managers In order to improve investment results.

Equity market performance anci corporate bOlld rates have a

significant effect on our reported unfunded ABO, as the primary

factors that drive the value of our unfunded ABO are the assumed

discount rate and tile actual return on plan assets, Additionally,

equity market perfOl'mallCe has a significant effect Oil our market·

relatecl value of plan assets (IVIRVPA), which is a calculated value

Tcl'yel '0;;1g8 ,:;s~~~l ;\(:';L Rf:t:'6,n8'lt P :-~'1

ai:CC81::~:·1 2006
------------

Equity 30%-80% 67% 66%

Fixed income 10%-110% 25% 25%

Real estate and other 1Oq'o-35~!o 8% Sqro

Cash 0%-10% 0% 10;'0

T"li-qel '(-1'l~.iA ;J,ssel NUl Rel,'e "e'll P'<:::.:l

'~ ::"::C':'. t :'.'" 2006 :2CCS

Equity 30%-80% 68% 88%

Fixed income 10%-40% 26% 12%

Real estate and other 10%-35% 3%

Cash 0%-10% 3%

5.5%

2006

Discount rate 5.8%

RatElof~om2eJls_a~01l_lns;~as~_______ . '!..O%
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and differs from the actual market value of plan assets. The

MRVPA recognizes the difference between the actual market value

and expected market value of our plan assets and is determined

by our actuaries using a five-year moving weighted average

methodology. Gaills and losses on plan assets are spread trlrough

the MRVPA based on the five-year moving weighted average

methodology, which affects the expected return on plall assets

component of pension expense

Our employees do not contribute to the retirement plalls.

We fund the plans by contributing at least the minimum amount

required by applicable regulations and as recommended by our

actuary. However, we may also contribute in excess of the mini­

mum required amount. We calculate the minimum amount of fund­

ing using tile projected ullit Cl"edit cost method. The Pension

Protection Act (the Act) of 2006 contains new funding require­

ments for single-employer defined benefit pellsion plalls, The Act

establishes a 100% funding target for plan years beginning after

December 31, 2007. However, a delayed effective date of 2011

may apply if the pension plan meets the following targets: 92%

funded in 2008: 94% funded ill 2009: and 96% funded in 2010.

In October 2006 we made a voluntary contribution of $5 million

to the AGL Resources Illc. Retirement Plan, t\lo contribution is

required for the qualified plans in 2007.

Postretirement Benefits

Until Jalluary 1, 2006, vve sponsored two defined benefit postre­

tirement health care piailS for our eligible employees, the AGL

Resources Inc. Postretirement Health Care Plan (AGL Postretire­

ment Plan) and the NUl Corporation Postretirement Health Care

Plan (NUl Postretirement Plan), which we acquired upon our acqui­

sition of NUl, Eligibility for these benefits is based on age and years

of service

The NUl Postretirement Plarl provided certain medical and

dental rlealth care benefits to retirees, other than retirees of Florida

City Gas, deperlCling orl Hleir age, years of service and start date,

The NUl Postretirement Plan was contributory, and NUl funded a

portion of these future benefits through a Voluntary Employees'

Beneficiary Association. Effective July 2000, NUlno longer offereel

postretirement benefits other than pension for any new hires, In

addition, NUl capped its share of costs at $500 per partiCipant per

month for retirees under age 65, and at $150 per participant per

month for retirees over age 65. At the beginning of 2006, eligible

participants in the NUl Postretirement Plan became eligible to par­

ticipate in the AGL Postretirement Plan and all partiCipation in this

plan ceased, effective January 1, 2006,

AGL Resources Inc./2006 Annual Report

The AGL Postretirement Plan covers all eligible AGL

Resources employees wllo were employed as of June 30, 2002,

if they reach retirement age while working for us. The state regula­

tory commissions have approved phase-ins that defer a portion

of other postretirement benefits expense for future recovery. We

recorded a regulatory asset for these future recoveries of $13 mil­

lion as of December 31, 2006 and $14 million as of December 31,

2005. Irl addition, we recorded a regulatory liability of $11 million

as of Decernber 31, 2006 alld $3 million as of December 31, 2005

for our expected expenses under the AGL PostretirelTlerlt Plan.

We expect to pay $7 million of insurance claims for the postretire­

ment plan in 2007, but we do IlOt anticipate making any addi­

tional contributiOlls.

Effective December 8, 2003, the Medicare Prescription

Drug, Improvement and Modernization Act of 2003 was signed

into law, This act provides for a prescription drug benefit under

Medicare Pali D as well as a federal subsidy to sponsors of retiree

health care benefit plans that provide a benefit that is at least actu­

arially equivalent to Medicare Part D,

On July 1, 2004, the AGL Postretirement Plan was amended

to remove prescription drug coverage for Medicare-eligible retirees

effective January 1, 2006. Certain grandfathered NUl retirees par­

ticipating in the NUl Postretirement Plan wil! continue receiVing a

prescription drug benefit through some period of time,
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Notes

The following tables present details about our postretire­

ment benefits.
!'lUI

The following tClbles present details on the components of

our net periodic benefit cost for the AGL Postretirement Plan and

the NUl Postretirement Plan at the balance slleet dates.

Dec. 31,2006 De:). J I. 2ij\.iS
----- ------- ----

Change in benefit obligation

Benefit obligation

at beginning of year'

Service cost

Interest cost

Plan amendments

Actuarial (gain) loss

E3enefitsjJaid

Benefit obligation at end of year

Change in plan assets

Fair value of plan assets

at beginning of year

Actual return on plan assets

Employer contribution

Benefits paid

Fair value of plan assets

at end of year

De'). 31 , 20(;:3

$107 $ 98 $ 23

1 1

5 5 1

(7)

(9) (6) 1

(9) (9) J?)
$ 95 $ 89 $16

$ 59 $ 49 $ 9

5 4

8 6 2

.(~L j9) (2)

$ 63 $ 50 $ 9

Service cost

Interest cost

Expected return on plan assets

Amortization of prior service cost

f=1iO(,;()gnlzed actu_ari~lloss

Net periodic postretirement benefit cost

Service cost

Interest cost

Expected return on plan assets

Amortizatioll of prior service cost

Rec()gniz<3cJactuariall()~s

Net periodic postretirement benefit cost
I The HUI posh:,!"6''',::";t _,:2.1 'NelS Ie,'''''' ~1,Jed 61,«(".';e fr;"'~8' ;::,::::I;;:;:oo...ts

p2,rl,,:'oale. (; t'18 I\GL FJosl:el '8'Y1e',1 P 0:": ~n L'1L18~'( 1. :2(;()',;.

$ 1 $ 1

5 5

(4) (4)

(4) (3)

1 1

$(1) $-

NUl P0~:;I'el" -:-'~":';I-,l P:2,ll'

.?C85

$­

1

(1)

$-

Reconciliation of funded status

Plan assets less benefit obligation

at end of year

Unrecognized loss

Unrecognized transition amount

LJr~r:e_cg_grli~dl2fi()l"~er\/lcebl3ll§flt

Accrued benefit cost'

$ (32)

$ (32)

$(39)

22

1

(23)

$(39)

$ (7)

2

___ l6)
$(11)

There were no other changes In plan assets and benefit obli­

gations recognized for the AGL and NUl Postretirement Plans fOl'

the year ended December 31, 2006. Tile 2007 estimated OCI

amortization and refunds expected for the AGL Postretirement

Plan are set forth in the following table.

Amounts recognized in

the statement of financial

position consist of

Prepaid benefit cost

Accrued benefit liability

Accumulated OCI
---------------- -----

Net amount recognized

at year end 3

$ ­

(32)

$ (32)

$­
(39)

$(39)

$ ­

(1 I)

$(11)

Amortization of transition obligation

Amortization of prior service cost

Amortizatioll of net loss

RefundsElxpected

$­
(4)

1

S ')0 'f)'lq8' "'3q,1 r::;(J

3 ,i',~; :Jf D8ce'~';)e' 2C~>J, tr-,s ;".GL Pr.:Sl·8l ~e"'e"11 P ;:;', 1;;(1 :.;:3~ ." :~f ·1O·lC.~-'~·ll '<m" [''':5 8'~d

~!) "''::·1C-.I:·:·e~ll assets ~/ G:J:"'-enl es
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The effects of SFAS 158 and AML adjustments for the AGL Postretirement Plan are set forth in the following table.

,:\GL Rs! ';;"''8")1
- ---------------

Prepaid pension asset (accrued pension liability)

Intangible asset

Defen'ed tax asset

OCI-pension, net of tax

QQI ::-:~1l:3101l, p~§~t~

$(40) $- $(40) $ 8

(3)

(5)

lEl)

$(32)

(3)

(5)

(El)

The followillg table sets forth the assurned weigllted aver­

age discount rates and rates of compensation increase used to

determine benefit obligations for the AGL alld NUl postretirement

plans at December 31 .

the overall expected 10llg-term rate of return on plan assets for our

retirement plans. For purposes of measuring our accumulated

postretirement benefit obligation, the assumed pre-Medicare and

post-Medicare health care inflation rates are as follows:

AGL 2006 A(J!... 2GC5 t\!l!12iYJ5 '

2.5%

2.5%

N/A

N/ANtAN/A

h. '-"GcJ;C::~:'e eG':;1 Pes! :"'le,j'r;cJ.'~~

'I)~ s---fJ5 Ve8.iS ioes! O[) J5~ ~:; ~l,rJi

2006 2CCiJ 2006 2:':;:;~1

2.5% 2. 59tcj 2.5% 2.5c}o

2.5% 2.5~rQ 2.5% 2.5c:,o

'"8.te::;: 31.

Effective Jalluary 2006, our health care trend rates for botll

tile AGL Postretirement Plall and the NUl Postretirement Plan were

cappeel at 2.5%. This cap limits the Increase in our cOlltrlbutions to

the annual change in the consumer price illdex (CPI). An allnual

CPI rate of 2.5% was assumed for future years.

1 ["le f\JUi :Jc~~I'-ot '-w"E,,1 Ct'"", 'N:_~3. Ie' ,. 'l:,:led :;l',d e· QI:';:e

I ,'";'D2.tP- :1 t',e I"CL cosl'el,re~"f:'1t r)':-~:) C,:1 J"~'ILI8'Y I, 2CC~j,

Health care cost trend rate

assumed for next year

Rate to which the cost trend

rate gradually declines

Year that the rate reaclles

the ultimate trend rate

Health cal'e cost trelld rate

assumed for next year

Rate to which the cost trend

rate gradually declines

Year that the rate reaches the

ultimate trend mte NtA

:":C04

5.5S~ 5.8%

5.8% 6.3%

8.8% 8.8%

4.0% 4.0%

2t.X;5 2~~(\~

5.5% 5.8(?/c,

5.8% 5.8%

3.0% 2.0%

e' 9 .' c. I~, :J?

4.0%

5.8%

5.5%

8.5%

4.0%

2006'

5.8%

4.0%

Discount rate-benefit obligation

Discount rate-net periodic

benefit cost

Expected return on plall assets

Rate i)f c()rniJe~~tii)lljIl(:;r_eCl:3E;.,

Discount rate-benefit obligation

Discount rate-net periodic

benefit cost

Expected return on plall assets

F1at~ CJfS()1ll ~§ns_a!Lol"llll.creas E;

i T'le ,\!UI ::<'~t-2.I'··e'-ne'll 'feel ':ic.S l_e~·~"'lc.I2CI 8.'lCI ';l :;j :>-2 f'.) '''e' ~~:c!.·t

I C :)":l~ '-11'16 '\GL :);)sl'el:'e-~'&111 ;:'1:8;(", 0:, Ja";Ja:v 1 '28r)[i.

The folloWing tables present our weighted average assumed

rates used to determine benefit obligations at the beginning of the

period, January 1 for the AGL Postretirement Plan and December 1

for tile NUl Postretirement Plan, and our weighted average

assumed rates used to determine net periodic benefit cost at the

beginning of these same periods.

Discount rate'

Rate of compensation increase'

For information on the discount rate assumptions used for

our postretirement plans, see the diSCUSSion contained In this Note

4 under the caption "Pension Benefits."

We consider the same factors in determining and selecting

our assumptions for the overall expected long-tel'm rate of return

on plan assets as those considered in determining and selecting
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Notes

Assumed health care cost trend rates impact the amOUl'lts

reported for our health care plans. A one, percentage,point change

in the assumed health care cost trend rates would have the follow­

ing effects for the AGL Postretiremellt Plan and the NUl Postretire­

ment Plan.

The following table presents the amounts not yet reflected in

Ilet periodic benefit cost and included ill accumulated OCI as of

December 31,2006.

Our investment poliCies and strategies for our postretirement

plalls, including target allocation ranges, are Similar to those for

our retirement plans. We fund the plans annually; retirees con,

tnbute 20% of medical premiums, 50% of the medical premium for

spousal coverage and 100% of the dental premium. Our postre­

tirement plans weighted average asset allocations for 2006 and

2005 and our target asset allocation ranges are as follows:

I:,

Effect on total of service and interest cost

Effect on accumulated postretirement

benElfito_blig~ti()Il_.

$-

4

$-

(4)

Transition asset $ - $ - $ 1

Prior service credit (9) (14) (25)

1\IE3f.9illrl 104 1 16

Accumulated OCI 95 (13) (8)

Net amount recognized in

_ §tatE3ment of fini311~ialposition ((35) (1:4) (32)

Cumulative employer

contributiollS in excess

of net periodic benefit cost

prepaid (accrued) $ 30 $(27) $(40)

There were no other changes in plan assets and benefit obli­

gatiolls recognized in the AGL and NUl Retirement Plalls or the

AGL Postretirement Plan for the year ended December 31, 2006.

I,.,rget ~8nge .J~S81

I;) ~1'1:;IOr1S <\:,;J;:;,,~\,-':;') 2006 ~cc~;

Equity 30%-80% 66% 52%

Fixed income 10%-40% 32% 46%

Real estate and other 10%-35% -% 17il

Cash 0%-10% 2% 1CJ()
- ------- ----------

The following table presents expected benefit payments

covering the periods 2007 through 2016 for our retirement plans

and postretirement health care plans. There will be benefit pay­

ments under these plans beyond 2016.

Employee Savings Plan Benefits

We sponsor the Retirement Savings Plus Plan (RSP). a defined

contribution benefit plan that allows eligible participants to make

contributions to tlleir accounts up to specified limits. Under the

RSP, we made matching contributiollS to participant accounts in

the following amounts:

• $6 million in 2006

• $5 million 1112005

• $5 million in 2004

p.90

2007

2008

2009

2010

2011

2012-2016

$ 20 $ 7 $ 7

20 6 7

20 6 7

20 6 7

20 6 7

111 32 35

We also sponsor the Nonqualified Savillgs Plan (NSP), an

unfunded, nonqualified plan similar to the RSP. The NSP provides

an opportunity for eligible employees who could reach the maxI­

mum contribution amount in the RSP to contribute additional

amounts for retirement savings. Our contributions to the ~jSP have

not been significant in allY year.
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years ago, we announced we were
going to radically transform our
company into a value-generating
institution for our shareholders.
Some were doubtful. But with the
hands we've played so far, we've
proven our ability to deliver.

Year after year, AGL Resources Ilas impressed the skeptics, We've con­

tinually illcmased consolidated eamlrlgs and impmvecl customer service

wIlile operatillg within the regulated ellvimnmellt that governs our utilities,

And we've continued to decrease expenses trlrough a combination of busi­

ness pmcess impmv8111ents and discipline amulld capital spending, Our

commitment to business integrity is stl'Ong. OUI- goals are clear, We stick

to them, Tile result IS an energy services holcling company witll a stmng

record of long-term, sustained perfOrlll8l'1Ce that clear-Iy distlnguisiles us

fmm tile pack,





"~~~~~'

:j"'f?!Y.~ . /:'~b~~~~l;~~
~,~es and distributi~of natural g~s to,erid-:4secust ',rKJW~:lOlesAr~,",,<;+~~
<~~tt management·tnergy investments. AGI,,(R~ ,uJ::t,e~lstrateg~'/~~,l\~
.::btl~fb~sstriangle conrues tObenefi~~(6mers~~~~~arl:~Ol~~.J::~,:V""~'l{f)

,'," '.',i' ,:if' I. ,', " :t " " .... ,
w~manag,; day-to-day opera~ions of our six n~tur'~ gas utilities, w~Ch span the,'sternSeabo?rd

f~6m Florida)o New Jersey, fo generate anill.iity~li·ke earnings and achieve 0 p"authorizedrates
, .' ,,' ,'. :~, .' .:: l' ,\ : ~ '" ,J , ' ., _ "

'of return. Our combined size has enabled us to achieVe signifiQ.ant eco mies ofscale that

have provided considerable benefits for consumers and shareho:f~ers ?~ vJe.".as afralilework

for future growth. .. <'
.J ,r'

... J / ~

The asset manageme1activitiJs of Sequent Energy Managernent, Q~lw.holesale services sub-

sidiary, have returned mrney to ratepayers and strengthened our tom li~e ,through efficient ' ';>::/',:1
management of our ener9Y asset portfolio. Sequent's' extep~ive I~d.ge Ofthe gas industry i : f J',
alsobenefitedourdistribut~n op~rations and plp.y~d 3?riji . ' nthe aftermath ofHurric~ne~' ,,!"/
Katrina and'Rita laH S~~tirnb,~{.;\Witi:l.gassLp~Ii'es c.' to Florida, Sequent'mai.ritained','j/:';J;

supply reqUirement~leJiida C'ity Gas with no service loss to custo~ers. //j'>/~(i;
/' .,' ~ ; ,:?\!

:f -'~- -', ; ,>//
Two years agD, we recognized that traditional supply options needed to adapt tocnanging:c

,. _' -- ';. '" ' ,.' .'-'."-".,,i"-

customer usage, and that peaking supplies would become critrQai to rneeting customer.dema(i'it,

We began work on energy investments that wouid meet peaking needs and provid~'t.i~::y.jit6,:'·
". ' ",·c, , ,,'" /y'///

growth opport.unities around our core businesses. In 2005, our 'Jefferson Island and "PEl?-kJng
I. - _ ' _.. .,,' _ ' ?~ .. " "._.~, co ;."

pane facilities helped achieve these objectives. And SouthStar, ourretail energy~rjv,~6friient,

to be a leading Georgia marketer in both service and sales.
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of a kind

Consecutive dividend increases.

1

I

I
~

Our strong cash position and clllticir;a;ed cash flow ~jave us the

opportunity to l'ais8 our dividend for the fo lll'l I 1 time in ,lll'ee yeal's,

bl'ingillg our \field III line with the utliity peer gmup, At an illdicated

clnnual diviclencJ of 8)118 per shEli's our drviclenci IS clearly supported

by efJl'llirigs yel preserves adequate capacity 1m II'IVestl1lerlt WI nevv

rfojects, We have c!21ivered Oil our P(()lllIE~e to aCili8'l e reiums ill

I rile combir',Cltlon

of a competitive eliviclencl yield allel ';(JI'!sislellt earr1ill~IS grov,tll,
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We dedicate ourselves to outstanding service, superior

business results, committed citizenship and the reli­

able, safe and transparent delivery of a high-quality

product. Good enough is not what we're here for.

We aim to set the standard.

We're clear about our commitments - to our customers, our

investors, our communities, and our regulators and pUblic pol­

icy makers - and we keep those commitments. We live and

work by our core values: be honest, practice generosity of

spirit, seek value and consistently work inside the lines.

We value execution, imagination and productive innovation at

every level, from the front line to top management. Our people

are the source and driver of the ideas that make us better, and

we continue to invest in their development because they are our

future leaders.

AGL Resources believes a successful company is one where

employees have a profound commitment to the success of the

business and to one another. Our people demonstrate this

commitment daily. Whether we service meters, schedule cus­

tomer appointments from the call center, move gas through

pipelines in the Midwest, manage a business division or evalu­

ate potential growth opportunities, we benchmark ourselves

against the best and pursue excellence in everything we do.

Then we try to do it even better.







our shareholders

Throughout 2005, AGL Resources continued to execute on our

proven strategy to provide value-oriented investors with a

superior investment proposition in the energy sector. Building

on our strategic 2004 acquisitions of NUl Corporation and

Jefferson Island Storage & Hub, we focused on generating

significant cost savings and efficiencies from a larger and

more geographically diverse portfolio. In addition, we contin­

ued implementation of a process improvement and technology

platform that enhances the scalability of our operations. This

will create an advantage as we pursue future growth and

long-term shareholder value.

Financial Performance

The results of those efforts are clear. We grew earnings 9% to

a record $2.50 per share in 2005. Our improved cash flow out­

look enabled our Board of Directors to raise our annual dividend

19% in November 2005, to an indicated annual dividend of

$1.48 per share. This increase marked the fourth raise in three

years, moving our payout ratio closer to the peer group average

and ensuring a competitive dividend yield relative to alternative

investments. Total return to shareholders for the year, inclUding

reinvested dividends, was 8.6%, outperforming the S&P 500

(up 4.9%) and our peer group average (up 1.5%). Significantly,

this growth came from every business unit, not just one or two.

CEO Transition

Our strong performance in 2005, like that of the previous five

years, was achieved under the leadership of Paula Rosput

Reynolds. During her tenure as CEO, Paula's steady hand and

thoughtful strategy guided AGL Resources through some

potentially dire straits and into our current position as one of

our industry's most successful companies. On December 7,

2005, we announced Paula's resignation from the company
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effective December 31, 2005 to become president and chief

executive officer of a Seattle-based Fortune 500 company.

The move represented a tremendous opportunity for Paula,

and one that clearly reflected her extraordinary leadership abil­

ity and the outstanding results she achieved while part of the

AGL Resources team.

In early December, the Board formed a search committee and

engaged a well-known recruiting firm to identify a seasoned,

high-caliber executive to lead the company and build on the

great work accomplished to date. We anticipated the search

process would be completed in a timely manner and would

result in a new CEO with aspirations in line with current busi­

ness goals. We exceeded expectations - in more ways than

one - when we named John W. Somerhalder II the company's

president, chief executive officer and newest member of the

Board as of March 2.

John Somerhalder's 30 years of extensive regulated and non­

regulated energy experience, his business acumen and leader­

ship skills, his enthusiasm about the future of AGL Resources,

and his commitment to customer service improvement and

growing the bottom line are exactly the attributes we were

searching for in our next chief executive. Under John's direction,

our leadership team of talented and dedicated professionals,

averaging nearly 20 years of business and regulatory experience,

will continue to carry the company forward. We are privileged to

have John on board.

2005 Milestones

Each year, we establish goals that guide our strategic decisions

and provide the milestones to measure our progress along the

way. In 2005, we laid out four primary goals: (1) integrate our

acquisitions swiftly to meet the expectations of our investors;

(2) establish a national reputation for customer service excellence

by investing in systems, processes and people; (3) accelerate

the pace of technology implementation and business process

improvement; and (4) elevate our public policy profile with lead­

ing levels of transparency and collaboration.

In 2005, we completed the integration of our NUl and Jefferson

Island acquisitions quickly and efficiently, achieving savings

and delivering on promised earnings accretion. As part of

the integration process, we set out to dramatically improve the

customer experience in each of our utility service areas. The

results were evident. Late in the year, J.D. Power and Associ­

ates, in a ranking of gas utility residential service providers,

recognized Virginia Natural Gas as one of the top five utilities in

the nation in customer satisfaction. The same ranking listed

Elizabethtown Gas, the New Jersey utility we acquired as

part of the NUl acquisition in late 2004, as one of the most

improved utilities.

We continued to identify and implement technology and other

process improvements that have moved us closer to our vision:

a "one company" operational platform that eliminates duplicate

systems and disparate processes among our companies, and

establishes the possibilities of virtual workforce automation while

creating a platform for scalability. Those improved technology

capabilities proved themselves during Hurricane Rita, when we

temporarily relocated our Sequent trading floor from Houston to

Richardson, Texas with virtually no business interruption. While

service disruptions were prevalent throughout the disaster­

stricken region, we maintained a cohesive working environment.

This allowed us to communicate effectively with markets and

suppliers, providing critical assistance to those who needed it.
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We also continued to make substantial progress on the public

policy front during 2005. By working cooperatively with our

regulators, we were able to negotiate a settlement in the

Atlanta Gas Light rate case providing customers with stabilized

rates for a five-year period. We are seeking a similar rate treat­

ment as part of our ongoing rate case in Virginia. Throughout

the year, we fully participated in critical industry dialogue on the

economic and operational viability of liquefied natural gas and

other supply and infrastructure options. We are continually

exploring ways to address current supply constraint and peak­

ing issues, and to reduce our reliance on natural gas from the

Gulf Coast region.

2006 Goals

Our goals for 2006 have evolved from our achievements in

2005. Our philosophy is that we are never finished refining the

process, and there is always room for improvement.

First, we will operate each of our businesses to deliver on our

longstanding commitment to superior earnings and income

growth. As an owner of the company, you can expect us to be

good stewards of your investment by establishing threshold

returns before deploying significant capital. We're proud of our

reputation for being a prudent investor and operator, and we

intend to leverage that reputation as we seek new opportunities.

that might benefit from either global sourcing or restructuring

to shift and reduce our cost burden.

Third, we will deliver exceptional retail and wholesale customer

service through superior logistics. In 2006, we will build on the

improved reputation and customer service processes of our

utilities by continuing to elevate the customer experience.

We intend to implement a wide array of improvements - such

as enhanced automated dispatch to ensure appointment times

are met - aimed at making a customer's experience with any

of our six utilities as pleasant and efficient as possible.

Fourth, we will invest to make people our competitive edge in

sustaining enterprise excellence. Without a high-performance

culture and talented professionals who are trained and com­

pensated appropriately, and equipped with the resources they

need to succeed, we know that our first three goals cannot

be accomplished.

We look forward to updating you on our progress in the months

ahead. AGL Resources will continue to create value in every­

thing we do. We're playing for keeps.

Second, we will continue to build a process-driven culture that

supports scalability and includes global commerce. Imple­

menting enterprise technology was a first step. We must now

compete in a global marketplace of service providers. We have

already made significant headway in identifying routine opera­

tional and financial processes within our current businesses
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Glossary or Key Telms

AGL Capital AGL Capital Corporation

AGL Networks AGL Networks, LLC

Atlanta Gas Light Atlanta Gas Light Company

Chattanooga Gas Chattanooga Gas Company

Credit Facility Credit agreement supporting our commercial

paper program

EBIT Earnings before interest and taxes, a non-GAAP measure

that includes operating income, other income, equity in SouthStar's

income, minority interest in SouthStar's earnings, donations and gain

on sales of assets and excludes interest and tax expense; as an indi­

cator of our operating performance, EBIT should not be considered

an alternative to, or more meaningful than, operating income or net

income as determined in accordance with GAAP

18

Medium-term notes Notes issued by Atlanta Gas Light with

scheduled maturities between 2012 and 2027 bearing interest rates

ranging from 6.6% to 9.1 %

NJBPU New Jersey Board of Public Utilities

NYMEX New York Mercantile Exchange, Inc.

OCI Other comprehensive income

Operating margin A measure of income, calculated as revenues

minus cost of gas, that excludes operation and maintenance

expense, depreciation and amortization, taxes other than income

taxes, and the gain on the sale of our Caroline Street campus; these

items are included in our calculation of operating income as reflected

in our statements of consolidated income. Operating margin should

not be considered an alternative to, or more meaningful than, operat­

ing income or net income as determined in accordance with GAAP

ERC Environmental remediation costs

FASB Financial Accounting Standards Board

Pivotal Jefferson Island

Hub, LLC

Pivotal Jefferson Island Storage &

Florida Commission Florida Public Service Commission

GAAP Accounting principles generally accepted in the United

States of America

Georgia Commission Georgia Public Service Commission

Henry Hub The Henry Hub, located in Louisiana, is the largest

centralized point for natural gas spot and futures trading in the United

States. NYMEX uses the Henry Hub as the point of delivery for its nat­

ural gas futures contracts. Many natural gas marketers also use the

Henry Hub as their physical contract delivery point or their price

benchmark for spot trades of natural gas.

LNG Liquefied natural gas

Marketers Marketers selling retail natural gas in Georgia and

certificated by the Georgia Public Service Commission

AGL Resources Inc

Pivotal Propane Pivotal Propane of Virginia, Inc.

Pivotal Utility Pivotal Utility Holdings, Inc., parent company of

Elizabethtown Gas, Elkton Gas and Florida City Gas

PGA Purchased gas adjustment

PRP Pipeline replacement program

PUHCA Public Utility Holding Company Act of 1935, as amended

Sequent Sequent Energy Management, L.P.

SFAS Statement of Financial Accounting Standards

SouthStar SouthStar Energy Services LLC

Virginia Commission Virginia State Corporation Commission

Virginia Natural Gas Virginia Natural Gas, Inc.



Heferenced Accounting StandaTds

APB 20 Accounting Principles Board (APB) Opinion No. 20,

"Accounting Changes"

APB 25 APB Opinion No. 25, "Accounting for Stock Issued

to Employees"

EITF 98-10 Emerging Issues Task Force (EITF) Issue No. 98-10,

"Accounting for Contracts Involved in Energy Trading and Risk

Management Activities"

EITF 99-02 EITF Issue No. 99-02, "Accounting for Weather

Derivatives"

EITF 02-03 EITF Issue No. 02-03, "Issues Involved in Accounting

for Contracts under EITF Issue No. 98-10, 'Accounting for Contracts

Involved in Energy Trading and Risk Management Activities'"

FIN 46 & FIN 46R FASB Interpretation No. (FIN) 46, "Consolidation

of Variable Interest Entities"

FIN 47 FIN 47, "Accounting for Conditional Asset Retirement

Obligations, an interpretation of FASB Statement No. 143"

SFAS 5 Statement of Financial Accounting Standards (SFAS)

No.5, "Accounting for Contingencies"

AGL Resources Inc
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SFAS 13 SFAS No. 13, "Accounting for Leases"

SFAS 71 SFAS No. 71, "Accounting for the Effects of Certain

Types of Regulation"

SFAS 109 SFAS No. 109, "Accounting for Income Taxes"

SFAS 123 & SFAS 123R SFAS No. 123, "Accounting for Stock-

Based Compensation"

SFAS 131 SFAS No. 131, "Disclosures about Segments of an

Enterprise and Related Information"

SFAS 133 SFAS No. 133, "Accounting for Derivative Instruments

and Hedging Activities"

SFAS 141 SFAS No. 141, "Business Combinations"

SFAS 142 SFAS No. 142, "Goodwill and Other Intangible Assets"

SFAS 149 SFAS No. 149, "Amendment of Statement 133 on

Derivative Instruments and Hedging Activities"

SFAS 154 SFAS No. 154, "Accounting Changes and Error

Corrections"
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Operating revenues $2,718 $1,832 $ 983 $ 877 $ 204 $ 946
Cost of gas 1,626 995 339 268 49 327
Operating margin 1,092 837 644 609 155 619
Operating expenses

Operation and maintenance 477 377 283 274 68 267
Depreciation and amortization 133 99 91 89 23 100
Taxes other than income taxes 40 29 28 29 6 33

Total operating expenses 650 505 402 392 97 400
Gain on sale of Caroline Street campus 16
Operating income 442 332 258 217 58 219
Equity in earnings of SouthStar Energy Services LLC 46 27 4 14
Other (loss) income (1 ) (6) 3 1 4
Minority interest (22) (18)
Interest expense (109) (71) (75) (86) (24) (98)
Earnings before income taxes 310 243 223 161 39 139
Income taxes 117 90 87 58 14 50
Income before cumulative effect of change in accounting principle 193 153 136 103 25 89
Cumulative effect of change in accounting principle,

net of $5 in income taxes (8)
Net income $ 193 $ 153 $ 128 $ 103 $ 25 $ 89
Cornnlon sL)ci< ciCltZl

Weighted average shares outstanding - basic 77.3 66.3 63.1 56.1 55.3 54.5
Weighted average shares outstanding-fully diluted 77.8 67.0 63.7 56.6 55.6 54.9
Total shares outstanding' 77.8 76.7 64.5 56.7 556 55.1
Earnings per share-basic $ 2.50 $ 2.30 $ 2.03 $ 1.84 $ 0.45 $ 1.63
Earnings per share- fully diluted $ 2.48 $ 2.28 $ 2.01 $ 1.82 $ 0.45 $ 1.62
Dividends per share $ 1.30 $ 1.15 $ 1.11 $ 1.08 $ 0.27 $ 1.08
Dividend payout ratio 52% 50% 55% 59% 60% 66%
Book value per share' $19.27 $18.04 $14.66 $12.52 $12.41 $12.20
Market value per share' $34.81 $33.24 $29.10 $24.30 $23.02 $19.97
8ni8nce sfI8~-:t ct:~ta~

Total assets $6,251 $5,637 $3,972 $3,742 $3,454 $3,368
Long-term liabilities 737 682 647 702 671 711
Minority interest 38 36
Capitalization

Long-term debt (excluding current portion) 1,615 1,623 956 994 1,015 1,065
Common shareholders' equity 1,499 1,385 945 710 690 671

Total capitalization $3,114 $3,008 $1,901 $1,704 $1,705 $1,736
:rlCl.r1c!,:?,i rC1t:O:5'

Capitalization
Long-term debt 52% 54% 50% 58% 60% 61%
Common shareholders' equity 48 46 50 42 40 39

Total 100% 100% 100% 100% 100% 100%
Return on average common shareholders' equity 13.4% 13.1% 15.5% 14.7% 14.6% 13.8%

As of the last day of tile fiscal penod

CO:l1ITlOI1 S'larellQlder"s' eqUity dl'/Ided by lolal outstanding cO"~n1:)n snares as of Hle last day of the ~scal oenael

ClOSing o"!ce of common sloe%. on tr18 Ne\N Yo:"k Siock ExC~1e.tlge 2S ollile iast l~<ld':lg day of the Iiseci per':od.
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The determination of future expected costs involves judgment.

Factors that must be considered in estimating the future expected

costs are projected capital expenditure spending and remaining footage

of infrastructure to be replaced for the remaining years of the program.

Atlanta Gas Light recorded a long-term liability of $235 million

as of December 31,2005 and $242 million as of December 31, 2004,

which represented engineering estimates for remaining capital expen­

diture costs in the PRP. As of December 31, 2005, Atlanta Gas Light

had recorded a current liability of $30 million, representing expected

PRP expenditures for the next 12 months. We report these estimates

on an undiscounted basis. If the recorded liability for PRP had been

higher or lower by $10 million, Atlanta Gas Light's expected recovery

would have changed by approximately $1 million.

Environmental Remediation Liabilities Atlanta Gas Light histor­

ically reported estimates of future remediation costs based on prob­

abilistic models of potential costs. We report these estimates on an

undiscounted basis. As we continue to conduct the actual remedia­

tion and enter cleanup contracts, Atlanta Gas Light is increasingly

able to provide conventional engineering estimates of the likely costs

of many elements of its remediation program. These estimates con­

tain various engineering uncertainties, and Atlanta Gas Light continu­

ously attempts to refine and update these engineering estimates.

Our latest available estimate as of December 31,2005 for those

elements of the remediation program with in-place contracts or engi­

neering cost estimates is $12 million for Atlanta Gas Light's Georgia

and Florida sites. This is a reduction of $24 million from the estimate

as of December 31 , 2004 of projected engineering and in-place con­

tracts, resulting from program expenditures during 2005. For elements

of the remediation program where Atlanta Gas Light still cannot per­

form engineering cost estimates, considerable variability remains in

available estimates. The estimated remaining cost of future actions at

these sites is $15 million. Atlanta Gas Light estimates certain other

costs it pays related to administering the remediation program and

remediation of sites currently in the investigation phase. Through Jan­

uary 2007, Atlanta Gas Light estimates the administration costs to

be $4 million. Beyond 2007, these costs are not estimable.

Atlanta Gas Light's environmental remediation liability is

included in its corresponding regulatory asset. As of December 31,

2005, the regulatory asset was $133 million, which is a combina­

tion of the accrued remediation liability and unrecovered cash expen­

ditures. Atlanta Gas Light's estimate does not include other potential

AGL Resources Inc.
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expenses, such as unasserted property damage, personal injury or

natural resource damage claims, unbudgeted legal expenses, or

other costs for which it may be held liable but with respect to which

the amount cannot be reasonably forecast. Atlanta Gas Light's

recovery of environmental remediation costs is subject to review by

the Georgia Commission, which may seek to disallow the recovery

of some expenses.

In New Jersey, Elizabethtown Gas is currently conducting reme­

diation activities with oversight from the New Jersey Department of

Environmental Protection. Although the actual total cost of future envi­

ronmental investigation and remediation efforts cannot be estimated

with precision, the range of reasonably probable costs is $57 million to

$104 million. As of December 31 , 2005, no value within this range is

better than any other value, so we recorded a liability of $57 million.

The NJBPU has authorized Elizabethtown Gas to recover pru­

dently incurred remediation costs for the New Jersey properties

through its remediation adjustment clause. As a result, Elizabethtown

Gas has recorded a regulatory asset of approximately $63 million,

inclusive of interest, as of December 31, 2005, reflecting the future

recovery of both incurred costs and future remediation liabilities in the

state of New Jersey. Elizabethtown Gas has also been successful in

recovering a portion of remediation costs incurred in New Jersey from

its insurance carriers and continues to pursue additional recovery. As

of December 31 , 2005, the variation between the amounts of the

environmental remediation cost liability recorded in the consolidated

balance sheet and the associated regulatory asset is due to expendi­

tures for environmental investigation and remediation exceeding

recoveries from ratepayers and insurance carriers.

We also own several former NUl remediation sites located out­

side of New Jersey. One site, in Elizabeth City, North Carolina, is sub­

ject to an order by the North Carolina Department of Energy and

Natural Resources. We do not have precise estimates for the cost of

investigating and remediating this site, although preliminary estimates

for these costs range from $10 million to $17 million. As of Decem­

ber 31 , 2005, we have recorded a liability of $10 million related to this

site. There is another site in North Carolina where investigation and

remediation is probable, although no regulatory order exists and we

do not believe costs associated with this site can be reasonably esti­

mated. In addition, there are as many as six other sites with which

NUl had some association, although no basis for liability has been

asserted. We do not believe that costs to investigate and remediate

these sites, if any, can be reasonably estimated at this time.
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With respect to these costs, we currently pursue or intend to

pursue recovery from ratepayers, former owners and operators and

insurance carriers. Although we have been successful in recovering a

portion of these remediation costs from our insurance carriers, we are

not able to express a belief as to the success of additional recovery

efforts. We are working with the regulatory agencies to prudently

manage our remediation costs so as to mitigate the impact of such

costs on both ratepayers and shareholders.

Derivatives and Hedging Activities SFAS 133, as updated by

SFAS No. 149, "Amendment of Statement 133 on Derivative Instru­

ments and Hedging Activities" (SFAS 149), established accounting

and reporting standards which require that every derivative financial

instrument (including certain derivative instruments embedded in

other contracts) be recorded in the balance sheet as either an asset

or a liability measured at its fair value. However, if the derivative trans­

action qualifies for and is designated as a normal purchase and sale,

it is exempted from the fair value accounting treatment of SFAS 133,

as updated by SFAS 149, and is accounted for using traditional

accrual accounting.

SFAS 133 requires that changes in the derivative's fair value be

recognized currently in earnings unless specific hedge accounting cri­

teria are met. If the derivatives meet those criteria, SFAS 133 allows

a derivative's gains and losses to offset related results on the hedged

item in the income statement in the case of a fair value hedge, or to

record the gains and losses in other comprehensive income (Oel) until

maturity in the case of a cash flow hedge. Additionally, SFAS 133

requires that a company formally designate a derivative as a hedge

as well as document and assess the effectiveness of derivatives asso­

ciated with transactions that receive hedge accounting treatment.

Two areas where SFAS 133 applies are interest rate swaps and gas

commodity contracts at Sequent and SouthStar. Our derivative and

hedging activities are described in further detail in Note 4.

Interest Rate Swaps We designate our interest rate swaps

as fair value hedges as defined by SFAS 133, which allows us to des­

ignate derivatives that hedge exposure to changes in the fair value

of a recognized asset or liability. We record the gain or loss on fair

value hedges in earnings in the period of change, together with the

offsetting loss or gain on the hedged item attributable to the risk being

hedged. The effect of this accounting is to reflect in earnings only that

portion of the hedge that is not effective in achieVing offsetting

changes in fair value.

AGL Resources Inc.

Commodity-related Derivative Instruments We are

exposed to risks associated with changes in the market price of nat­

ural gas. Elizabethtown Gas utilizes certain derivatives for nontrad­

ing purposes to hedge the impact of market fluctuations on assets,

liabilities and other contractual commitments. Pursuant to SFAS 133,

such derivative products are marked to market each reporting period.

Pursuant to regulatory requirements, realized gains and losses related

to such derivatives are reflected in purchased gas costs and included

in billings to customers. Unrealized gains and losses are reflected as

a regulatory asset (loss) or liability (gain), as appropriate, in the con­

solidated balance sheet. Through Sequent and SouthStar, we use

derivative instruments to reduce our exposure to the risk of changes

in the price of natural gas. Sequent recognizes the change in value of

derivative instruments as an unrealized gain or loss in revenues in the

period when the market value of the instrument changes. Sequent

recognizes cash inflows and outflows associated with the settlement

of its risk management activities in operating cash flows, and reports

these settlements as receivables and payables in the balance sheet

separately from the risk management activities reported as energy

marketing receivables and trade payables.

Under our risk management policy, we attempt to mitigate sub­

stantially all our commodity price risk associated with Sequent's nat­

ural gas storage portfolio and lock in the economic margin at the time

we enter into purchase transactions for our stored natural gas. We

purchase natural gas for storage when the current market price we

pay plus storage costs is less than the market price we could receive

in the future. We lock in the economic margin by selling NYMEX

futures contracts or other over-the-counter derivatives in the forward

months corresponding with our withdrawal periods. We use contracts

to sell natural gas at that future price to substantially lock in the profit

margin we will ultimately realize when the stored natural gas is actu­

ally sold. These contracts meet the definition of a derivative under

SFAS 133.

The purchase, storage and sale of natural gas are accounted

for differently from the derivatives we use to mitigate the commodity

price risk associated with our storage portfolio. The difference in

accounting can result in volatility in our reported net income, even

though the economic margin is essentially unchanged from the date

the transactions were consummated. We do not currently use hedge

accounting under SFAS 133 to account for this activity.
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Earnings Per Common. Share

We compute basic earnings per common share by dividing our

income available to common shareholders by the daily weighted aver­

age number of common shares outstanding. Fully diluted earnings

per common share reflect the potential reduction in earnings per com­

mon share that could occur when potentially dilutive common shares

are added to common shares outstanding.

We derive our potentially dilutive common shares by calculat­

ing the number of shares issuable under performance units and stock

options. The future issuance of shares underlying the performance

units depends on the satisfaction of certain performance criteria. The

future issuance of shares underlying the outstanding stock options

depends on whether the exercise prices of the stock options are less

than the average market price of the common shares for the respec­

tive periods. No items are antidilutive. The following table shows the

calculation of our fully diluted earnings per share for the periods pre­

sented if performance units currently earned under the plan ultimately

vest and if stock options currently exercisable at prices below the

average market prices are exercised.

In millions 2005 2004 2003

Denominator for basic

earnings per share' 77.3 66.3 63.1

Assumed exercise of

potential common shares 0.5 0.7 0.6

Denominator for fully diluted

earnings per share 77.8 67.0 63.7
1 Daily weigt)ted average share~ outstanding.

Use of Accounting Estimates

The preparation of our financial statements in conformity with GAAP

requires management to make estimates and assumptions that affect

the reported amounts of assets, liabilities, revenues and expenses.

The most significant estimates include our regulatory accounting, the

allowance for doubtful accounts, allowance for contingencies, pipeline

replacement program (PRP) accruals, environmental liability accruals,

unbilled revenue recognition, pension and postretirement obligations,

derivative and hedging activities, and purchase price allocations.

Actual results could differ from those estimates.

AGL Resources Inc.
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2
Acquisition of NUl

On November 30, 2004, we acquired NUl for approximately $825 mil­

lion, including the assumption of $709 million in debt. The acquisition

significantly expands our existing natural gas utilities, storage and

pipeline businesses. During 2005, we adjusted our purchase price allo­

cation by $74 million for additional known items, including adjustments

related to pension obligations; severance; lease obligations related to

NUl's former corporate offices; environmental remediation liabilities:

income tax liabilities; and asset sales. In connection with the acquisi­

tion, we incurred $25 million in employee-related restructuring charges.

As of December 31, 2005, $5 million of these payments remained to

be paid. Our purchase price allocation as of December 31 , 2004 and

2005 and the goodwill adjustments are indicated in the following table.

Dec. 31. Dec. 31,

In millions 2004 Adjustments 2005

Purchase price $ 825 $- $825

Current assets 299 (1 ) 298

Property, plant and equipment 612 (15) 597

Other long-term assets 117 (21 ) 96

Goodwill 157 74 231

Current liabilities excluding debt (108) (4) (112)

Short-term debt and capital leases (502) (502)

Long-term debt and capital leases (207) (207)

Other long-term liabilities (143) (31) (174)

Equity 225 2 227

We believe the acquisition resulted in the recognition of good­

will primarily because of the strength of NUl's underlying assets and

the synergies and opportunities in the regulated utilities.
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Regulatory Assets and Liabilities

We have recorded regulatory assets and liabilities in our consolidated

balance sheets In accordance with SFAS No. 71, "Accounting for the

Effects of Certain Types of Regulation" (SFAS 71). Our regulatory

assets and liabilities, and associated liabilities for our unrecovered

PRP costs and unrecovered environmental remediation costs (ERG),

are summarized in the table below.

5

December 31 ,

2005 2004

Our regulatory assets are recoverable through either rate riders

or base rates specifically authorized by a state regulatory commission.

Base rates are designed to provide both a recovery of cost and a

return on investment during the period rates are in effect. As such, all

our regulatory assets are subject to review by the respective state reg­

ulatory commission during any future rate proceedings. In the event

that the provisions of SFAS 71 were no longer applicable, we would

recognize a write-off of net regulatory assets (regulatory assets less

regulatory liabilities) that would result in a charge to net income, which

would be classified as an extraordinary item. However, although the

natural gas distribution industry is becoming increasingly competitive,

our utility operations continue to recover their costs through cost­

based rates established by the state regulatory commissions. As a

result, we believe that the accounting prescribed under SFAS 71

remains appropriate. It is also our opinion that all regulatory assets are

recoverable in future rate proceedings, and therefore we have not

recorded any regulatory assets that are recoverable but are not yet

included in base rates or contemplated in a rate rider.

All the regulatory assets included in the table above are

included in base rates except for the unrecovered PRP costs, unre­

covered ERC and deferred PGA, which are recovered through spe­

cific rate riders. The rate riders that authorize recovery of unrecovered

PRP costs and the deferred PGA include both a recovery of costs

and a return on investment during the recovery period. We have two

rate riders that authorize the recovery of unrecovered ERC. The ERC

rate rider for Atlanta Gas Light only allows for recovery of the costs

incurred and the recovery period occurs over the five years after the

expense is incurred. ERC associated with the investigation and reme­

diation of Elizabethtown Gas remediation sites located in the state

of New Jersey are recovered under a remediation adjustment clause

and include the carrying cost on unrecovered amounts not currently

in rates.

The regulatory liabilities are refunded to ratepayers through a

rate rider or base rates. If the regulatory liability is included in base

rates, the amount is refiected as a reduction to the rate base In set­

ting rates.

206

327
90

417

$ 94
60

6

20

14

12

$616

$361
200

6
14

11

2
2

20

265
97

362

191

$ 94

36
21
19
15

6

$559

$303

196
17

14

11
8
1

9

Total regulatory liabilities

Associated liabilities

PRP costs

ERC

Total regulatory assets

Total associated liabilities

In millions

Regulatory liabilities

Accumulated removal costs

Deferred PGA

Unrealized gain on hedging derivatives

Unamortized investment tax credit

Regulatory tax liability

Other

Hegulatory assets

Unrecovered PRP costs

Unrecovered ERC

Unrealized loss on hedging derivatives

Unrecovered postretirement benefit costs

Unrecovered seasonal rates

Unrecovered PGA

Regulatory tax asset

Other

Total regulatory and associated liabilities $553 $623

AGL Resources Inc.
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The ERC liability is included as a corresponding regulatory

asset, which is a combination of accrued ERC and unrecovered cash

expenditures for investigation and cleanup costs. Atlanta Gas Light

has three ways of recovering investigation and cleanup costs. First,

the Georgia Commission has approved an ERC recovery rider. The

ERC recovery mechanism allows for recovery of expenditures over a

five-year period subsequent to the period in which the expenditures

are incurred. Atlanta Gas Light expects to collect $29 million in rev­

enues over the next 12 months under the ERC recovery rider, which

is reflected as a current asset. The amounts recovered from the ERC

recovery rider during the last three years were

• $28 million in 2005

• $25 million in 2004

• $23 million in 2003

The second way to recover costs is by exercising the legal

rights Atlanta Gas Light believes it has to recover a share of its costs

from other potentially responsible parties, typically former owners or

operators of these sites. There were no material recoveries from

potentially responsible parties during 2005, 2004 or 2003. The third

way to recover costs is from the receipt of net profits from the sale

of remediated property. There were no sales of property during 2005.

Elizabethtown Gas In New Jersey, Elizabethtown Gas is currently

conducting remediation activities with oversight from the New Jersey

Department of Environmental Protection. Although we cannot esti­

mate the actual total cost of future environmental investigation and

remediation efforts with precision, based on probabilistic models sim­

ilar to those used at Atlanta Gas Light's former operating sites, the

range of reasonably probable costs is $57 million to $104 million. As

of December 31, 2005, no value within this range was a better esti­

mate than any other value, so we have recorded a liability equal to the

low end of that range, or $57 million.

AGL Resources Inc.
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Prudently incurred remediation costs for the New Jersey prop­

erties have been authorized by the NJBPU to be recoverable in rates

through a remediation adjustment clause. As a result, Elizabethtown

Gas has recorded a regulatory asset of approximately $63 million,

inclusive of interest, as of December 31, 2005, reflecting the future

recovery of both incurred costs and accrued carrying charges.

Elizabethtown Gas has also been successful in recovering a portion

of remediation costs incurred in New Jersey from its insurance carri­

ers and continues to pursue additional recovery.

Sites in North Carolina We also own a former NUl remediation

site in Elizabeth City, North Carolina that is subject to a remediation

order by the North Carolina Department of Energy and Natural

Resources. We currently have only partial information regarding envi­

ronmental impacts at the Elizabeth City site, and therefore we can

make quantitative cost estimates only for limited components of a site

cleanup. However, experience at other similar sites suggests that

costs for remediation of this site will likely range from $10 million to

$17 million. As of December 31,2005, we have recorded a liability

of $1 0 million related to this site.

There is one other site in North Carolina where investigation

and remediation is likely, although no remediation order exists and

we do not believe costs associated with this site can be reasonably

estimated. In addition, there are as many as six other sites with which

NUl had some association, although no basis for liability has been

asserted, and accordingly we have not accrued any remediation

liability. There are currently no cost recovery mechanisms for the

environmental remediation sites in North Carolina.
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the option to increase the aggregate principal amount available

for borrowing to $1.1 billion on not more than three occasions

during each calendar year. The amended Credit Facility expires on

August 31,2010.

SouthStar Line of Credit In April 2004, the SouthStar line of credit

was extended to April 2007. This line is collateralized by various

percentages of eligible accounts receivable, unbilled revenue and

inventory of SouthStar. The base rate on the line is the prime rate

and/or L1BOR plus a margin based on certain financial measures. We

do not guarantee or provide any other form of security for the repay­

ment of any outstanding indebtedness.

Sequent Line of Credit In June 2005, Sequent's $25 million unse­

cured line of credit was extended to July 2006. In September 2005,

Sequent entered into an additional $20 million unsecured line of credit

scheduled to expire in September 2006. These unsecured lines of

credit, which total $45 million and bear interest at the federal funds

effective rate plus 0.5%, are used solely for the posting of margin

deposits for New York Mercantile Exchange transactions and are

unconditionally guaranteed by AGL Resources.

Pivotal Utility Holdings Line of Credit In September 2005,

Pivotal Utility entered into a $20 million unsecured line of credit expir­

ing on September 30, 2006. This line of credit supports Elizabethtown

Gas' hedging program and bears interest at the federal funds effec­

tive rate plus 0.5%, is used solely for the posting of deposits and is

unconditionally guaranteed by us. For more information on Elizabeth­

town Gas' hedging program, see Note 4.

Long·-term Debt

Our long-term debt matures more than one year from the date of

issuance and consists of medium-term notes Series A, Series Band

Series C, which we issued under an indenture dated December 1,

1989; senior notes: gas facility revenue bonds: notes payable to

Trusts: and capital leases. The notes are unsecured and rank on par­

ity with all our other unsecured indebtedness. Our annual maturities

of long-term debt are as follows:

• $4 million in 2007-2010

• $1,611 million in 2011 and beyond

Senior Notes The following table provides more information on our

senior notes, which were issued to refinance portions of our existing

AGL Resources Inc.
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short-term debt and medium-term notes, to finance acquisitions and

for general corporate purposes.

Issue date Amount (in millions) Interest rate Malurity

February 2001 $300 7.125% January 2011

July 2003 225 4.45 April 2013

September 2004 250 6.0 October 2034

December 2004 200 4.95 January 2015

In March 2003, we entered into interest rate swaps of $1 00 mil­

lion to effectively convert a portion of the fixed-rate interest obligation

on the $300 million in Senior Notes Due 2011 to a variable-rate

obligation. We pay floating interest each January 14 and July 14 at

six-month L1BOR plus 3.4%. The effective variable interest rate at

December 31,2005 was 7.2%. These interest rate swaps expire

January 14, 2011, unless terminated earlier. For more information

on our interest rate swaps, see Note 4.

The trustee with respect to all of the above-referenced senior

notes is the Bank of New York Trust Company, NA (Bank of New

York), pursuant to an indenture dated February 20, 2001. We fully and

unconditionally guarantee all our senior notes.

Gas Facility Revenue Bonds Pivotal Utility has $200 million of

indebtedness pursuant to gas facility revenue bonds. We do not guar­

antee or provide any other form of security for the repayment of this

indebtedness. Pivotal Utility is party to a series of loan agreements

with the New Jersey Economic Development Authority (NJEDA) pur­

suant to which the NJEDA has issued four series of gas facility rev­

enue bonds:

• $47 million of bonds at adjusting rates due October 1,2022

• $20 million of bonds at adjusting rates due October 1, 2024

• $39 million of bonds at variable rates due June 1, 2026

(variable bonds)

• $55 million of bonds at 5.7% due June 1, 2032

• $40 million of bonds at 5.25% due November 1, 2033

In April 2005, we refinanced $20 million of our Gas Facility Rev­

enue Bonds Due October 1, 2024. The original bonds had a fixed

interest rate of 6.4% per year and were refunded with $20 million of

adjustable-rate gas facility revenue bonds. The maturity date of these

bonds remains October 1, 2024. The new bonds were issued at an

initial annual interest rate of 2.8% and initially have a 35-day auction

period where the interest rate will adjust every 35 days. The interest

rate at December 31, 2005 was 3.3%.



In May 2005, we refinanced an additional $47 million in Gas

Facility Revenue Bonds Due October 1, 2022 and bearing interest

at an annual fixed rate of 6.35%. The new bonds were issued at an

initial annual interest rate of 2.9% and initially have a 35-day auction

period where the interest rate will adjust every 35 days. The maturity

date remains October 1, 2022. The interest rate at December 31,

2005 was 3.2%.

The variable bonds contain a provision whereby the holder can

"put" the bonds back to the issuer. In 1996, Pivotal Utility executed

a long-term Standby Bond Purchase Agreement (SBPA) with a syn­

dicate of banks, which was amended and restated on June 1, 2005.

Under the terms of the SBPA, as further amended, the participating

banks are obligated under certain circumstances to purchase variable

bonds that are tendered by the holders thereof and not remarketed

by the remarketing agent. Such obligation of the participating banks

would remain in effect until the June 1, 2010 expiration of the SBPA,

unless it is extended or earlier terminated.

Notes Payable to Trusts In June 1997, we established AGL Cap­

ital Trust I (Trust I), a Delaware business trust, of which AGL

Resources owns all the common voting securities. Trust I issued and

sold $75 million of 8.17% capital securities (liquidation amount $1 ,000

per capital security) to certain initial investors. Trust I used the pro­

ceeds to purchase 8.17% junior subordinated deferrable interest

debentures issued by us. Trust I capital securities are subject to

mandatory redemption at the time of the repayment of the junior sub­

ordinated debentures on June 1, 2037, or the optional prepayment

by us after May 31, 2007.

In March 2001, we established AGL Capital Trust II (Trust II), a

Delaware business trust, of which AGL Capital owns all the common

voting securities. In May 2001 , Trust II issued and sold $150 million of

8.00% capital securities (liquidation amount $25 per capital security).

Trust II used the proceeds to purchase 8.00% junior subordinated

deferrable interest debentures issued by us. The proceeds from the

issuance were used to refinance a portion of our existing short-term

debt under the commercial paper program. Trust II capital securities

are subject to mandatory redemption at the time of the repayment

of the junior subordinated debentures on May 15, 2041, or the

optional prepayment by AGL Capital after May 21 , 2006. Additionally

we entered into interest rate swaps to effectively convert a portion of

the fixed-rate interest obligation on our notes payable to Trusts to a

variable-rate obligation. At the beginning of 2005, we had $75 million

of outstanding interest rate swap agreements associated with our

AGL Resources Inc.
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Note Payable at AGL Capital Trust II. On September 7,2005, we ter­

minated these interest rate swap agreements. We received a payment

of $1 million related to this termination, which included accrued inter­

est and the fair value of these interest rate swap agreements at the

termination date.

The trustee is the Bank of New York with respect to the 8.17%

capital securities pursuant to an indenture dated June 11,1997, and

with respect to the 8.00% capital securities pursuant to an indenture

dated May 21, 2001. We fully and unconditionally guarantee all our

Trust I and Trust II obligations for the capital securities.

Other Preferred Securities As of December 31, 2005, we had

10 million shares of authorized, unissued Class A junior participating

preferred stock, no par value, and 10 million shares of authorized,

unissued preferred stock, no par value.

Capital Leases Our capital leases consist primarily of a sale/lease­

back transaction completed in 2002 by Florida City Gas related to

its gas meters and other equipment and will be repaid over 11 years.

Pursuant to the terms of the lease agreement, Florida City Gas is

required to insure the leased equipment during the lease term. In

addition, at the expiration of the lease term, Florida City Gas has the

option to purchase the leased meters from the lessor at their fair mar­

ket value.

Default Events

Our Credit Facility financial covenants and the PUHCA require us to

maintain a ratio of total debt to total capitalization of no greater than

70%. As of December 31 , 2005 this ratio was 59%. Our debt instru­

ments and other financial obligations include provisions that, if not

complied with, could require early payment, additional collateral sup­

port or similar actions. Our most important default events include

• a maximum leverage ratio

• insolvency events and nonpayment of scheduled principal or inter­

est payments

• acceleration of other financial obligations

• change of control provisions

We do not have any trigger events in our debt instruments that

are tied to changes in our specified credit ratings or our stock price

and have not entered into any transaction that requires us to issue

equity based on credit ratings or other trigger events. We are currently

in compliance with all existing debt provisions and covenants.
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Our four operating segments are now as follows:

• Distribution operations consists primarily of

III Atlanta Gas Light

II Chattanooga Gas

~ Elizabethtown Gas

III Elkton Gas

lIIl Florida City Gas

III Virginia Natural Gas

• Retail energy operations consists of SouthStar

• Wholesale services consists of Sequent

• Energy investments consists primarily of

OJ AGL Networks, LLC

!< Pivotal Jefferson Island

III Pivotal Propane

We treat corporate, our fifth segment, as a nonoperating busi­

ness segment, and it currently includes AGL Resources, AGL Services

Company, Pivotal Energy Development and the effect of intercompany

eliminations. We eliminated intersegment sales for the years ended

December 31 , 2005, 2004 and 2003 from our statements of consoli­

dated income.

We evaluate segment performance based primarily on the non­

GAAP measure of earnings before interest and taxes (EBIT), which

includes the effects of corporate expense allocations. EBIT is a non­

GAAP measure that includes operating income, other income, equity

in SouthStar's income in 2003, donations, minority interest in 2005

and 2004 and gains on sales of assets. Items that we do not include

in EBIT are financing costs, including interest and debt expense,

income taxes and the cumulative effect of a change in accounting

principle, each of which we evaluate on a consolidated level. We

believe EBIT is a useful measurement of our performance because it

provides information that can be used to evaluate the effectiveness of

our businesses from an operational perspective, exclusive of the costs

to finance those activities and exclusive of income taxes, neither of

which is directly relevant to the efficiency of those operations.
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You should not consider EBIT an alternative to, or a more

meaningful indicator of our operating performance than, operating

income or net income as determined in accordance with GAAP. In

addition, our EBIT may not be comparable to a similarly titled meas­

ure of another company. The reconciliations of EBIT to operating

income and net income for the years ended December 31, 2005,

2004 and 2003 are presented below.

In millions 2005 2004 2003

Operating revenues $2,718 $1,832 $983

Operating expenses 2,276 1,500 741

Gain on sale of Caroline Street campus 16

Operating income 442 332 258

Other income (1 ) 40

Minority interest (22) (18)

EBIT 419 314 298

Interest expense 109 71 75

Earnings before income taxes 310 243 223

Income taxes 117 90 87

Income before cumulative effect

of change in accounting principle 193 153 136

Cumulative effect of change

in accounting principle (8)

Net income $ 193 $ 153 $128
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AND WHERE WE CAN BE.

With our 2004 acquisitions of Jefferson Island Storage & Hub and of NUl Corpo­

ration (including several natural gas utilities), AGL Resources is positioned to become

the pre-eminent natural gas distributor on the East Coast. These assets, along with the

planned 2005 additions of our Pivotal propane plant in Virginia and Macon pipeline

expansion, have significantly strengthened our infrastructure portfolio. We now serve

2.2 million retail residential, commercial and industrial customers, plus a substantial

portion of large wholesale customers throughout the eastern half of the U.S. Step by

step we're building value, and each step brings new fields of opportunity into view.

WE SEE DIFFERENTLY.
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OUR BUSINESS MAY BE UTILITIES, BUT OUR JOB IS TO CREATE VALUE.

AGL Resources has generated steady, consistent gains for our

investors over the past five years. We are an organization with an

appetite for achievement that is focused firmly on creating value.

Simply put, we never stop searching-and as a result, we find oppor­

tunities to create value in places others may dismiss or discount.

We understand the power of incremental gains to build meaningful

returns. We scan the horizon continually for new opportunities.

And the specific assets or projects we select must meet demanding

criteria: a favorable purchase price and the ability to add value both

quickly and over time.

Our 2004 acquisitions are consistent with this strategy and these

criteria, and position us for further incremental growth.

• The purchase of a natural gas storage facility, ideally posi­

tioned to support current natural gas storage demand and

rising LNG imports, substantially strengthens our infra­

structure portfolio.

• Utilities in New Jersey, Florida, Maryland and Virginia,

acquired through our purchase of NUl Corporation, offer

significant opportunities to use our core capabilities to

improve performance for both customers and investors.

Our team of businesses and individuals is committed to the hard

work of building value one step at a time. And as you can see in the

charts on page 3, this commitment is paying dividends.
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High-quality products you can rely on to be there when you need them. Fair prices.

Swift delivery. Responsive service. These are the things consumers expect in the rest of

the economy. We believe they deserve to expect them from utiiities too.

AGL Resources is committed to:

EXPERT SERVICE

All service delivered in one trip. All questions answered in one call.

NO WAITING

Same day/next day service or by appointment. Live service representatives

to talk to.

BEST IN TECHNOLOGY

State-of-the-art systems that improve speed, safety and ease of doing

business with us. Continued commitment to reinvest in the business.



When AGL Resources enters a new community, we bring with

us four values that guide our business conduct. We will behave with

honesty. We will create value. We will be generous in spirit. We will

operate inside the lines.

Our job is to work well inside the rules and regulations under which we are required

to operate, and not to push the envelope with respect to those rules. Our job is to provide

a high-quality product, asking more of ourselves than others do. Our job is to manage

the energy assets of our utility franchises to the benefit of customers. Our job is to deliver

excellent customer service - because our customers have a choice in meeting their energy

needs, and we want them to choose natural gas delivered by our franchises.

We never stop looking for opportunities to improve performance - from reducing the

amount of time it takes to turn on, turn off and read meters, to minimizing the amount of time

customers spend on the phone arranging for service. That's why we work to identify, develop

and integrate new tools and technologies that make us better at what we do. The scale of

our operations now makes it easier to drive best practices through our organizations.

The industry-leading operating efficiencies we've developed over the past five years

in our distribution companies in Georgia, Tennessee and Virginia have improved service for

customers and increased returns for investors. In December 2004, we welcomed 375,000

former NUl customers in New Jersey, Maryland, Virginia and Florida, and we look forward

to working just as hard for them.

AGL Resources is dedicated to the idea that every good thing starts with getting

it right for our customers. Our aspiration is to develop a national reputation for excellent

customer service.









As our natural gas distribution business continues to expand, it is more important

than ever to invest in strategic assets that provide significant flexibility and the opportunity

to offer dependable service to all our customers. In 2004, we took several steps to protect

reliable and economical delivery of natural gas.

Peaking assets are more important than ever before in the energy industry. While natural

gas usage per customer has remained relatively flat or declined, the way in which this gas

is consumed has changed as appliances and homes become more energy efficient. In par­

ticular, weather drives the use of natural gas - which means more assets are needed to

meet peak demand but for fewer days per year. The challenge for suppliers and gas utilities

is to create a portfolio of assets that will serve this growing peak demand without forcing

the customer to pay unnecessary fixed costs for resources.

Recognition of the need for peaking capacity, coupled with our concerns about the

ability of major pipeline companies to make the capital investments necessary to meet peak

demands, led us to move quickly on two projects to ensure system reliability and high­

quality service to customers. In Virginia, our construction of a propane-air peaking plant will

reduce our dependence on major interstate pipelines for critical supply during the coldest

days of the year. In Georgia, we agreed to acquire 250 miles of interstate pipeline serving

the Macon-to-Atlanta corridor. This purchase will save customers money by improving

access to one of our LNG facilities and by enhancing the overall reliability of our Georgia

distribution system.

Acquisition of the Jefferson Island facility adds substantial natural gas storage capacity

to our infrastructure portfolio, and positions us for an even stronger future through the facil­

ity's expansion potential. Located on the Gulf Coast. the two salt dome gas storage caverns

are connected to six major interstate pipelines via the Henry Hub. Jefferson Island creates

the opportunity for an additional income stream by enhancing our ability to provide custom­

tailored services to energy clients throughout the eastern United States. Capacity can be

expanded economically when market conditions and operating parameters warrant.

Even as we develop and acquire new assets, we will continue to optimize the assets

we already own. Sequent Energy Management's wholesale marketing and asset manage­

ment services continue to enhance results for our utility franchises, and for other energy

clients east of the Rockies. In 2004, Sequent's asset optimization activities returned

$1.3 million to Chattanooga Gas customers, $3.0 million to Virginia Natural Gas customers

and $3.8 million to Georgia's Universal Service Fund. Sequent will supply asset manage­

ment services to Elizabethtown Gas in New Jersey beginning in April 2005. We expect its

client list will continue to grow as Sequent gains increased recognition for its ability to

reduce costs and build value for its customers.



FOR THE FOURTH YEAR IN A RO~ WE PRODUCED RECORD RESULTS.

RECORD EARNINGS PER SHARE $2.30

RECORD SHARE PRICE $33.59

RECORD ANNUAL DECLARED DIVIDEND $1.16 PER SHARE

RECORD EQUITY MARKET CAPITALIZATION $2.6 BILLION

In 2004, AGL Resources dividends combined with earnings growth per share pro­

duced a 19% total return to shareholders. Our value proposition for value-oriented investors

remains the same: to produce sustainable earnings and a substantial dividend - with an

element of growth. Our goals remain realistic: to deliver consistent returns in the B% to 12%

range. A clear line of sight to EPS growth in 2005 should keep us on track to achieve this

goal in the coming year. Our dividend was increased to $1.16 per share by the Board of

Directors in April 2004 and to $124 per share in February 2005. Our payout ratio for 2004

was 50%, which remains among the lowest of our peer group, supporting our dividend

and allowing room for future growth.
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OUR LONG-TERM

VALUE PROPOSITION

Target

4-6%

Year-to-year

earnings per

share growlll

4-6%

Competitive

dividend yield

Actual

EPS growlh from

2000-200~

has averuged H %J.

Dividend yield rangecJ from

3.5% to ~ .3% during 200~.



We continued to focus on the strength of our balance sheet in 2004 by prudently

capitalizing our acquisition of NUl and Jefferson Island Storage & Hub. We kept a close eye

on our debt-to-total-capitalization ratio, overall cost of debt, liquidity position and interest

coverage ratios. In November 2004, we issued 11 million shares of common stock raising

$332 million to fund our 2004 acquisitions. We continue to execute on our strategy to buy

assets economically that will add value in the near term as well as the long term. These new

assets will provide additional opportunities to replicate our operational excellence model

in new franchise territories and across a larger asset base.

Maintaining a strong balance sheet and adding new sources of incremental earnings

are important steps toward improving cash flow and unlocking potential value for share­

holders. Our cash flow picture also will be enhanced going forward by reduced spending

over time related to two mandated regulatory programs - environmental cleanup and

pipeline replacement. This improved cash flow position in succeeding years will place us

in a better position than ever before to create sustainable value for shareholders.

Reduced future capital

spendillg should provide

$300 $315 cash flow for debt pay-down.

$293 dividend increases and/or

general corporate purposes
$256 $256 $255 including possible stock

$200 repurchase

$175 Capital Expenses

(actual)

Mandated Programs
$100

(actual)

Capital Expenses

(projected)

Mandated Programs

$0 (projected)

200~ 2005 2006 2007 2008 2009



TO OUR SHAREHOLDERS Last year, I promised that in 2004 AGL Resources would continue to create value

through a measured pace, a commitment to running the business for quality and for the

long term, and a dividend strategy that rewards the patient investor. In the last 12 months,

we have run our base business to provide strong earnings growth, earning a record

$2.30 per share. We have expanded our utility business to three new states (New Jersey,

Florida and Maryland). We have become the largest gas distributor in the eastern U.S, with

2.2 million customers: and with an equity market capitalization of $2,6 billion, we have

become the largest of the pure gas distribution companies. We have expanded our asset

mix through the accretive acquisition of Pivotal Jefferson Island Storage & Hub in Louisiana.

We are in the process of constructing a new propane plant in Virginia and will shortly close

on the acquisition of 250 miles of pipeline from Southern Natural Gas, an affiliate of EI Paso

Corporation, to reconfigure our infrastructure in Georgia. The Board of Directors raised

our annual dividend twice in the last 12 months: in April 2004 by $0,04 per share and in

February 2005 by $0,08 per share. Our annual dividend now stands at $1.24 per share.

PAULA ROSPUT REYNOLDS Chairman, President and Chief Executive Officer
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The performance on our commit­

ment can perhaps best be viewed in the

following way. The chart below illustrates

the total return to shareholders (share price

appreciation plus dividend) for the several

years that our management team has

been in place, These have been years of

steady improvement, and 2004 has been

a particularly noteworthy one, I hope you

will agree that we have delivered on our

goal to provide value to you.

We thank you for the opportunity

to be stewards of your investment and for

your continued confidence in our strate­

gic direction.

WHAT DO YOU SEE?

This year's report asks, "What Do You

See?" Despite the fact that the demand

for our product, natural gas, grows only

HISTORICAL TOTAL

RETURN

modestly, I see a world of possibilities in

store for our company. This optimism is not

merely a frame of mind, but is based on

certain fundamentals about the business.

I've listed them below, with a short expla­

nation of each that gives some context to

our 2005 goals,

There is always room for improvement.

Even though most of our operating and

financial metrics (e.g" cost/customer,

customers/employee, cost/new meter.

EBIT/customer) are in the first quartile of

industry benchmarks, there are many addi­

tional technology and business process

improvements we can adopt to raise our

performance. These include rollout of global

positioning systems in all our vehicles; work

management software to automate the flow

of marketing, design, construction and

150%

maintenance of our facilities; use of our

enterprise resource program to retire obso­

lete business systems of newly acquired

utilities; and full deployment of our energy

trading and risk management system in our

asset management and retail marketing

businesses, These platforms are generally

not new. Rather, they are proven systems

in use in general industry. Our goal must not

be to settle for doing what other utilities do.

Instead, we must adopt the business prac­

tices and systems used by leading-edge

companies in the global economy.

Volatility in gas markets is not transitory.

After several years of intensive drilling all

over North America. most experts have

concluded that there are limits to our geol­

ogy and hence to the amount of deliver­

ability we can attain at historical prices.

AGL Resources

Price Appreciation

Dividend Yield

Peel's

Price Appreciation

Dividend Yielel
100%

141%

BB%

50% 62%

47% 44%
36%

19% 15%
0%

200~ 2 years endeel 3 years ended 5 years ended



As a nation, we are thrust into global

energy markets in the competition for sup­

plemental supplies - mainly in the form of

liquefied natural gas (LNG). Availability and

pricing of these cargoes will be irregular,

at least until the worldwide market for LNG

matures. Thus we can expect volatility in

U.S. gas prices for some time to come.

Consequently, we must develop plans to

diversify our supplies, stabilize our rates,

and realign our pipelines and contracts to

reflect the new realities. But from a share­

holder growth and value standpoint, vol­

atility supports the profitability of our asset

management business. Volatility also pro­

vides assurance that there will be demand

for the wholesale storage capacity we own

and operate - capacity that we intend to

enhance and expand at Jefferson Island.

Peak demand grows significantly more

quickly than average demand.

Despite record home ownership in our

nation and record housing starts in our ser­

vice territories, the demand for natural gas

has grown only modestly. Even with multiple

gas end uses in homes today, the quality of

construction and more efficient appliances

moderate demand. But on the coldest days

of the year, demand is growing significantly

faster than average use - two to three to

five times faster, depending on the service

territory. Peak demand grows more quickly

because at extreme temperatures, gas use

intensifies, regardless of appliance efficiency.

Because large interstate pipelines do not

specialize in meeting peak-day requirements,

we must identify supplemental resources

to meet the 10 to 20 coldest days of the
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year. This is why our Pivotal propane project

is so important in Virginia and why we are

expanding and reconfiguring the operations

of our Macon, Georgia LNG plant. These

facilities provide cost-effective peaking ser­

vice. Moreover, they are good, solid invest­

ments as well.

We won't pay too much to expand our

business through acquisition.

Two years ago, I wrote that AGL Resources

had gained a reputation for the deals we

hadn't done rather than the ones we did do.

Dick O'Brien, our chief financial officer, and

I have had numerous discussions about

the combination of valuation and cost sav­

ings that would provide meaningful new

earnings for our shareholders. We walked

away from a number of opportunities in the

intervening period. But this year, the align­

ment of valuation and synergies manifested

itself and we purchased both NUl and

Jefferson Island at competitive valuations.

In each case. we have work to do to make

them best in class, but we also have a clear

line of sight to earnings from these invest­

ments. Investors obviously agree, as we

were able to issue $332 million in equity

to finance these acquisitions without any

adverse effect on the prevailing share price

or any anticipation of earnings dilution.

WHAT WILL YOU SEE IN 2005?

First, we will integrate our new assets

decisively, driving the inherent value we

identified in them to our bottom line. We

will simultaneously seek to improve all our

business metrics in our pre-existing busi­

nesses as well.

Second, with our enlarged business

platform, we intend to earn a national rep­

utation for customer service excellence.

Providing a superior customer experience

is part of what sets great companies apart.

When gas customers think of great ser­

vice, we want them to think of our com­

panies. We will work actively to introduce

service standards in New Jersey and

Florida as well as continue their refinement

in other states.

Third, we will accelerate the pace at

which we implement new technology to

achieve our "one company-one way"

vision. Standardized business practices pro­

mote scalability and efficiency and reduce

operating risk. Standardization runs contrary

to individualized operating practices - and

we reject the latter paradigm as part of

the legacy of a fragmented industry.

Fourth, we will aChieve industry­

leading levels of disclosure, transparency

and collaboration with regulators in the

states in which we serve. In the wake of

corporate scandals, we have seen how

quickly trust can diminish. We want to be

the kind of company that regulators would

choose if they could, based on open books

and records and solid operating pertorm­

ance. We can only do this through constant

engagement and by voluntarily submitting

to scrutiny, transparency and measure­

ment against objective standards. We are

fortunate to operate in positive regulatory

climates, with responsive policymakers.

Nevertheless, in various proceedings this

year, you will see us redouble our efforts

to earn the right to provide comprehensive

service in our franchise areas.



WHAT WILL YOU SEE?

Some of our investors have asked us when we will run out of opportunities. The

answer is not any time soon. As we tell our team, there is no end game here. There is no

destination which, upon reaching it, we can say, "we're here, now we're done." The ethos

of a competitive global economy forces us to keep looking for opportunities, to perform

better with each passing year and to continue to innovate - for our customers and for our

shareholders. 2005 should be an interesting year. Stay with us on the journey. We think

you'll like what you see.

Paula Rosput Reynolds

Chairman, President and Chief Executive Officer

AGL Resources Inc.

March 3,2005
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2005 GOALS

Integrate our acquisitions and meet the perlormance expectations

of our value-oriented investors.

Establish a national reputation for excellent customer service by

investing in systems, processes and people.

Accelerate the pace of technology adoption and business process

improvement to achieve our "one company" vision.

Elevate our public policy profile with leading levels of transparency

and collaboration to facilitate the adoption of our regulatory and

business framework.
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Income statement
Operating revenues
Operating expenses

Cost of gas
Operation and maintenance
Depreciation and amortization
Taxes other than income taxes

- - -.-----_.__ .._-------------------

TotaJ_qI?_ei§1i~gexpenses _
(}_aLncJn§Le_o!~aJOline Street campus
Qpe~ati~g incom~ _
EqUity in earnings of SouthStar
Gain on sale of Utilipro Inc.
Gain on propane transaction
Other income (loss)
Donation to private foundation
Minority interest
Interest expense _
Earnings before income taxes
Income taxes
-------- - -----------------------------

Income before cumulative effect of change in accounting principle
Cumulative effect of change in accounting principle,

net of $5 in income taxes
----- --------------------

Net income

66.3 63.1 56.1 553 54.5 55.2
67.0 63.7 56.6 55.6 54.9 55.2

$ 2.30 3; 2.03 $ 1.84 $ 0.45 $ 163 '$ 129
$ 2.28 $ 2.01 $ 1.82 $ 0.45 $ 1.62 $ 129
$ 1.15 $ 1.11 $ 1.08 $ 0.27 $ 1.08 $ 1.08

50% 55% 59% 60% 66% 84%
-$18.04 $14~66 $12.5-2

- -----------

$12.20 $11A9$12.41
$33.24 $29.10 $24.30 $23.02 $19.97 $20.08

$5,640 $3,972 $3,742 $3,454 $3,368 $2,588
682 647 702 671 711 768

1,623 956 994 1,015 1,065 664

____ 1~~§_ 945 710 690 671 621
$3,008 $1,901 $1,704 $1,705 - $1,736 $1,285

Balance sheet data'
Total assets
Long-term liabilities and deferred credits
Capitalization

Long-term debt (excluding current portion)
_C()m_rllon shareholciers' equity

Total capitalization

Common stock data
Weighted average shares outstanding - basic

\f\I~ght§.d.§ver?_geshClresou.!§taild.Jllfl=- fully dilLJ!~

Earnings per share - basic
Earnings per share - fully diluted
Dividends per share
Qiljidendpayout riltio _ _
Book value per share'
Market value per share'

54% 50% 58% 60% 61% 52%
46 50 42 40 39 48

---- -------- - - ---------

100% 100% 100% 100% 100% 100%
13.1% 15.5% 14.7% 14.6% 13.8% 11.1%Return on average common shareholders' equity

Financial ratios'
Capitalization

Long-term debt
S_o_mmoQ. shareholders' equity _

Total
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CAUTIONARY STATEMENT REGARDING FORWARD­
LOOKING INFORMATION
Unless the context requires otherwise, references to "we," "us," "our"

or the "company" are intended to mean consolidated AGL Resources

Inc. and its subsidiaries (AGL Resources). Certain expectations and pro­

jections regarding our future performance referenced in this" Manage­

ment's Discussion and Analysis of Financial Condition and Results of

Operations" section and elsewhere in this report, as well as in other

reports and proxy statements we file with the Securities and Exchange

Commission (SEC), are forward-looking statements Officers may also

make verbal statements to analysts, investors, regulators, the media

and others that are forward-looking.

Forward-looking statements involve matters that are not his­

torical facts, such as projections of our financial performance. man­

agement's goals and strategies for our business and assumptions

regarding the foregoing. Because these statements involve antici­

pated events or conditions, forward-looking statements often include

words such as "anticipate," "assume," "can," "could," "estimate,"

"expect," "forecast," "indicate," "intend," "may," "plan," "predict,"

"project," "seek," "should," "target," "will," "would" or similar expres­

sions. For example, in this "Management's Discussion and Analysis

of Financial Condition and Results of Operations" section and else­

where in this report, we have forward-looking statements regarding

our expectations for

• revenue growth

• operating income growth

• cash flows from operations

• operating expense growth

• capital expenditures

• our business strategies and goals

• our potential for growth and profitability

• our ability to integrate our recent and future acquisitions

• trends in our business and industries

• developments in accounting standards

Do not unduly rely on forward-looking statements. They repre­

sent our expectations about the future and are not guarantees. Our

expectations are based on currently available competitive, financial and

economic data along with our operating plans. While we believe that

our expectations are reasonable in view of the currently available Infor­

mation, our expectations are SUbject to future events, risks and uncer­

tainties, and there are several factors - many beyond our control ­

that could cause results to differ significantly from our expectations.

We caution readers that, In addition to the important factors described
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elsewhere in this report, the factors set forth in "Risk Factors," among

others, could cause our business, results of operations or financial

condition in 2005 and thereafter to differ significantly from those

expressed in any forward-looking statements. There also may be

other factors not described in this report that could cause results to

differ significantly from our expectations.

Forward-looking statements are only as of the date they are

made, and we do not undertake any obligation to update these state­

ments to reflect subsequent changes.

OVERVIEW

NATURE OF OUR BUSINESS
We are an energy services holding company whose principal busi­

ness is the distribution of natural gas in six states - Florida, Georgia,

Maryland, New Jersey, Tennessee and Virginia. Our six utilities serve

more than 2.2 million end-use customers, making us the largest dis­

tributor of natural gas in the eastern United States based on number

of customers. We are also involved in various related businesses,

including retail natural gas marketing to end-use customers in Georgia;

natural gas asset management and related logistics activities for our

own utilities as well as for other nonaffiliated companies; natural gas

storage arbitrage and related activities: operation of high-deliverabllity

underground natural gas storage: and construction and operation of

telecommunications conduit and fiber infrastructure within select met­

ropo�itan areas. We manage these bUSinesses through three operating

segments - distribution operations, wholesale services and energy

investments-and a nonoperating corporate segment.

The distribution operations segment IS the largest component

of our business and is comprehensively regulated by regulatory agen­

cies in six states. These agencies approve rates that are designed

to provide us the opportunity to generate revenues; to recover the

cost of natural gas delivered to our customers and our fixed and vari­

able costs such as depreciation, interest. maintenance and overhead

costs; and to earn a reasonable return for our shareholders. With

the exception of Atlanta Gas Light Company (Atlanta Gas Light),

our largest utility franchise, the earnings of our regulated utilities are

weather-sensitive to varying degrees. Although various regulatory

mechanisms provide a reasonable opportunity to recover our fixed

costs regardless of volumes sold, the effect of weather manifests itself

in terms of higher earnings during periods of colder weather and lower

earnings with warmer weather. Our Georgia retail marketing business,

SouthStar Energy Services LLC (SouthStar), also is weather-sensitive,
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and uses a vanety of hedging strategies to mitigate potential weather

impacts. All of our utilities and SouthStar face competition in the resi­

dential and commercial customer markets based on customer prefer­

ences for natural gas compared with other energy products and the

price of those products relative to that of natural gas.

We derived approximately 96% of our earnings before interest

and taxes (EBIT) during the year ended December 31, 2004 from our

regulated natural gas distribution business and from the sale of natural

gas to end-use customers in Georgia by SouthStar, which is part of

our energy investments segment. This statistic is significant because

it represents the portion of our earnings that results directly from the

underlying business of supplying natural gas to retail customers.

Although SouthStar is not subject to the same regulatory framework

as our utilities, it is an integral part of the retail framework for providing

gas service to end-use customers in the state of Georgia. For more

information regarding our measurement of EBIT and the items it

excludes from operating income and net income, see "Results of

Operations - AGL Resources."

The remaining 4% of our EBIT was principally derived from

businesses that are complementary to our natural gas distribution

business. We engage in natural gas asset management and operation

of high-deliverability natural gas underground storage as adjunct activ­

ities to our utility franchises. These businesses allow us to be oppor­

tunistic in capturing incremental value at wholesale, provide us with

deepened business insight about natural gas market dynamics and

facilitate our ability, in the case of asset management, to provide

transparency to regulators as to how that value can be captured to

benefit our utility customers through sharing arrangements. Given the

volatile and changing nature of the natural gas resource base in North

America and globally, we believe that participation in these related

businesses strengthens our business vitality.

OUR COMPETITIVE STRENGTHS
We believe our competitive strengths have enabled us to grow our

business profitably and create significant shareholder value. These

strengths include:

Regulated distribution assets located in growing

geographic regions

Our operations are primarily concentrated along the east coast of

the United States, from Florida to New Jersey. We operate primarily

urban utility franchises in growing metropolitan areas where we can

deploy technology to Improve service delivery and manage costs.
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We believe the population growth and resulting expansion In business

and construction activity in many of the areas we serve should result

in increased demand for natural gas and related infrastructure for the

foreseeable future.

Demonstrated track record of performance through

superior execution

We continue to focus our efforts on generating significant incremen­

tal earnings improvements from each of our businesses. We have

been successful in achieving this goal in the past through a combi­

nation of business growth and controlling or reducing our operating

expenses. We achieved these improvements to our operations in

part through the implementation of best practices in our businesses,

including increased investments in enterprise technology, workforce

automation and business process modernization.

Proven ability to acquire and integrate natural gas assets that

add significant incremental earnings

We take a disciplined approach to identifying strategic natural gas

assets that support our long-term business plan. For example,

our November 2004 purchase of NUl Corporation (NUl), a New

Jersey-based energy holding company with natural gas distribution

operations in New Jersey, Florida, Maryland and Virginia, provides

us an opportunity to leverage and strengthen one of our core com­

petencies - the efficient, low-cost operation of urban natural gas

franchises. The disparity between NUl's pre-acquisition utility operat­

ing metrics and cost structure and those of our other utilities pro­

vides us an opportunity to achieve significant improvements in NUl's

business in 2005 and beyond. In addition, our acquisition in October

2004 of the natural gas storage assets of Jefferson Island Storage &

Hub, LLC (Jefferson Island), as discussed below, added immediate

incremental earnings to our business and, given the possibilities for

expansion, should provide a stable earnings stream going forward.

BUSINESS ACCOMPLISHMENTS IN 2004
• We increased net income 20% to $153 million and fully diluted earn­

ings per share 13% to $2.28 from prior-year amounts. In addition to

improvements in our base distribution business and energy invest­

ments businesses, we were able to capture additional incremental

net income in the wholesale natural gas market through our Sequent

Energy Management, L.P. (Sequent) asset management, producer

services and storage arbitrage activities.

• We strengthened our position as a leading operator of natural gas

utility assets in the eastern United States by acquiring NUl.



• We acquired Jefferson Island, a high-deliverability salt dome gas stor­

age facility in Louisiana, which allows us to migrate into the whole­

sale market and capitalize on the growing market of utility and large

industrial customers, producers, financial intermediaries and mar­

keters who compete to hold firm capacity rights to store natural gas.

For more information on our acquisitions on NUl and Jefferson Island,

see Note 2.

• We announced our plan to acquire 250 miles of intrastate pipeline

in our Georgia service area from Southern Natural Gas (Southern

Natural), a subsidiary of EI Paso Corporation, which should close

in the second quarter of 2005. We expect this acquisition to allow us

to, over time, undertake economical reconfiguration of our Georgia

transmission grid, integrating gas flows from the Gulf Coast,

imported liquefied natural gas (LNG) and our own market-area LNG.

• We began construction of a propane-air facility in Virginia that will

provide needed peak-day demand protection for the customers of

our Virginia Natural Gas, Inc. (Virginia Natural Gas) utility.

• We continued to support a strong balance sheet by issuing 11.04 mil­

lion shares of AGL Resources common stock in November 2004,

raising net proceeds of $332 million primarily to fund the NUl and

Jefferson Island acquisitions.

• We increased our dividend 7% for the third consecutive year. If

the current amount per quarter of $0.31 per share is in effect for

all of 2005, our indicated annual rate would be $1.24 per share.

AREAS OF STRATEGIC FOCUS IN 2005

Our business strategy is focused on effectively managing our gas

distribution operations; optimizing our return on our assets; selec­

tively growing our gas distribution businesses through acquisitions;

and developing our portfolio of closely related, unregulated bUSI­

nesses with an emphasis on risk management and earnings visibility.

Key elements of our strategy include:

Enhance the value and growth potential of our regulated

utility operations

We will seek to enhance the value and grow1h of our existing utility

assets by managing our capital spending effectively; pursuing cus­

tomer growth opportunities in each of our service areas: establishing

a national reputation for excellent customer service by investing in

systems, processes and people; working to achieve authorized

returns in each jurisdiction and, in those junsdictions where we have

performance-based rates, sharing the benefits with our customers;

and maintaining earnings and rate stability through regulatory com­

pacts that fairly balance the interests of customers and shareholders.

AGL Resources Inc p 21

Rapidly integrate the NUl assets and achieve the resulting

strategic benefits

We are working to integrate NUl's assets into our portfolio of busi­

nesses and to provide the associated benefits to our customers and

shareholders. Our Integration plan includes applying enterprise-wide

technology solutions and business processes that are designed to

improve the key business metrics we track on a regular basis and

bnnging NUl's operations to a level of operational and service effi­

ciency comparable to that of our other utility businesses. As part of

this process, we also will evaluate certain NUl businesses for possi­

ble divestiture, consistent with our philosophy of exiting businesses

that do not support our long-term strategy.

Focus on maintaining strong, investment-grade profile and

high level of liquidity

We will continue to maintain a disciplined approach to capital spend­

ing and improving operating margins to optimize cash flow generation.

Additionally, we seek to reduce in the near term our ratio of total debt

to total capitalization in order to strengthen our balance sheet and

allow us to respond to the capital needs of our operating businesses.

We understand the importance of maintaining strong, investment­

grade credit ratings in order to support our operating and investment

needs, and we intend to execute our strategy in a way that enhances

our ability to maintain or improve those ratings.

Achieve appropriate regulatory outcomes that support stable

utility earnings

We currently are involved in regulatory proceedings in Georgia and

Tennessee. In Georgia, Atlanta Gas Light's rate case is in process and

expected to be completed by April 30, 2005. In Tennessee, we antici­

pate receiving a final ruling on our appeal of a 2004 Chattanooga Gas

Company (Chattanooga Gas) rate case in the first quarter. Achieving

favorable outcomes in these cases, and any other formal or informal

regulatory proceedings in which we may be involved, is integral to the

achievement of our earnings targets.

Selectively evaluate the acquisition of natural gas assets

We will selectively examine and evaluate the acquisition of natural

gas distribution, gas pipeline or other gas-related assets. Our acqui­

sition criteria include the ability to generate operational synergies,

strategic fit relative to our core competencies, value from near-term

earnings contributions and adequate returns on invested capital,

while maintaining or imprOVing our investment-grade credit ratings.
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Selectively expand our other energy businesses

We intend to continue to expand our wholesale services and natural

gas storage businesses to provide disciplined incremental earnings

growth for shareholders. Sequent intends to continue providing cred­

its to our utility customers through effective management of our affili­

ated utility assets. In our asset management business, we intend to

grow our business with nonaffiliated third parties, as well as the ser­

vices we provide to our affiliated utilities, by providing producers with

markets for their gas commodity; providing end-users with gas supply,

storage and asset management options; and arbitraging pipeline

and storage assets across various gas markets and time horizons.

However, we intend to continue protecting our earnings-at-risk by

maintaining our commitment to limited open-position and credit risks

and by providing transparency and visibility to regulators under our

asset management agreements. As our portfolio of assets and our

ability to store more physical gas inventory grow, tile volatility of

reported earnings from this business may increase. In our high­

deliverability underground storage business, we will seek to expand

the operating capabilities of our existing facilities to provide more

flexible and valuable injection and withdrawal capabilities for our cus­

tomers. Pivotal Jefferson Island Storage & Hub LLC (Pivotal Jefferson

Island) is currently expanding its compression capabilities to increase

the number of times a customer can inject and withdraw natural gas.

We will complete and begin operation of our propane peaking facility,

and look for additional opportunities to provide economical peaking

services in the regions in which our utilities operate.

Acquire and retain natural gas customers

We continue to focus significant efforts in our distribution operations

business on improving our net customer growth trends, despite the

industry-wide challenges of rising prices for natural gas and competi­

tion from alternative fuels, declining natural gas usage per customer

and declining regional load factors. In each of our utility service areas,

we will continue to implement programs aimed at emphasizing natural

gas as tile fuel of choice for customers and maximizing the use of nat­

ural gas through a variety of promotional opportunities. We also are

focused on similar customer growth initiatives in our SouthStar retail

marketing business in Georgia. In addition, we continue to improve

the credit quality of our customers in the retail marketing business and

will use those techniques to improve credit and collections activities

within our regulated utilities.

Continue to improve revenue and cash flow stability

We have taken a number of actions in recent years to promote more

stable and predictable revenues and cash flows in each of our business
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segments, as well as to moderate the effects of variable factors, such

as weather and natural gas prices on our business results. Some of

the improvements we have initiated include performance-based

ratemaking treatment in Georgia; weather normalization adjustment

programs in Virginia and Tennessee: more efficient cost management

and cash recovery from our environmental response cost (ERC) pro­

gram in Georgia; and reduced credit losses from our retail marketing

business. We estimate that in 2005 our spending for property, plant

and equipment will be $276 million compared to $264 million in 2004.

Our capital expenditures should decrease in successive years by

reduced spending related to the pipeline replacement program (PRP),

a mandated regulatory program that has required significant expendi­

tures. We expect to improve our net cash flow, which should provide

enllanced financial flexibility around business investment opportunities

and potentially a return of capital to investors to provide additional

shareholder value.

REGULATORY ENVIRONMENT
We are subject to the rate regulation and accounting requirements

of vanous state and federal regulatory agencies in the jurisdictions in

which we do business. We are committed to working cooperatively

and constructively with the regulatory agencies in these states, as well

as with federal regulatory agencies in a way that benefits our cus­

tomers, shareholders and other stakeholders. We believe the dynamic

energy environment in which we operate demands that we maintain

an open, respectful and ongoing dialogue with these agencies. This

posture is the best way to ensure we are working toward common

solutions to the many issues our industry faces. These issues include

the changing nature of resource availability, pricing volatility, price lev­

els and their effect on economic development in our service territories,

the likelihood of increased importation of LNG and the need for rea­

sonably priced alternatives for our customers to meet their rapidly

growing peak demands. For more information regarding pending fed­

eral and state regulatory matters, see "Results of Operations - Distri­

bution Operations" and "Results of Operations - Wholesale Services."

TECHNOLOGY INITIATIVES
We continue to make progress With regard to several of our strategic

technology initiatives. During the third quarter of 2004, we imple­

mented new technological tools that enable marketers of natural gas

in Georgia (Marketers) to create and input service orders directly into

Atlanta Gas Light's systems, eliminating the need for duplicate data

entry or three-way calls between the customer, Marketers and our

customer call center. This system allowed for a reduction in the



number of customer service representatives servicing Marketers in

our call center, while providing enhanced service to Marketers. It also

allowed us to further develop our strategy for the replacement of our

customer information system, which should result in less capital invest­

ment over time than previously estimated.

In addition, we implemented our new energy trading and risk

management (ETRM) system at Sequent in the fourth quarter of 2004.

The ETRM system is designed to enhance internal controls and pro­

vide additional transparency into the activities of Sequent's business.

We also anticipate the system will enable Sequent to continue to grow

its commercial business without significant growth in support staff.

INTERNAL CONTROLS

Section 404 of the Sarbanes-Oxley Act of 2002

(SOX 404) Compliance

SOX 404 and related rules of the SEC require management of public

companies to assess the effectiveness of the company's internal con­

trols over financial reporting as of the end of each fiscal year. This

includes disclosure of any material weaknesses In the company's

internal controls over financial reporting that have been identified by

management. In addition, SOX 404 requires the company's independ­

ent auditor to attest to and report on management's annual assess­

ment of the company's internal controls over financial reporting. We

have documented, tested and assessed our systems of internal con­

trol over financial reporting, as required under SOX 404 and Public

Accounting Oversight Board Standard No.2, "An Audit of Internal

Control Over Financial Reporting Performed in Conjunction With An

Audit of Financial Statements" (Standard No.2), which was adopted

in June 2004, to provide the basis for management's report and our

independent auditors' attestation on the effectiveness of our internal

control over financial reporting as of December 31,2004. We estimate

our Sox 404 compliance costs in 2004 were approximately $8 million,

which include $5 million of external costs.

There are three levels of possible deficiencies in our internal

controls over financial reporting that can be identified during our

assessment phase. which are

• an internal control deficiency, which exists when the design or the

operation of a control does not allow management or employees, in

the normal course of performing their functions, to prevent or detect

misstatements on a timely basis

• a significant deficiency, which exists when an internal control defi­

ciency or a combination of internal controls deficiencies adversely

affects our ability to initiate, authorize, record, process or report
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financial data in accordance with accounting principles generally

accepted in the United States of America (GAAP) such that there is

a more-than-remote likelihood that a misstatement of the annual

or interim financial statements that is more than inconsequential

will not be prevented or detected

• a material weakness, which exists when a significant deficiency or a

combination of significant deficiencies results in a more-than-remote

likelihood that a material misstatement of the annual or interim finan­

cial statements will not be prevented or detected

As a result, our assessment could result in two possible out­

comes at our reporting date:

• We could conclude that our internal controls over financial reporting

were designed and were operating effectively. or

• We could conclude that our internal controls over financial report­

ing were not properly designed or did not operate effectively. A

material weakness that exists at the reporting date would require

our assessment to be that our internal controls over financial

reporting are not effective, and we would be required to disclose

such material weaknesses.

Our independent auditor is now required to issue three opinions

annually, beginning with our 2004 consolidated financial statements.

First, the auditor must evaluate and opine regarding the process by

which we assessed the effectiveness of our internal controls over

financial reporting. A second opinion must be issued as to the effec­

tiveness of our internal controls over financial reporting. Finally, the

independent auditor must issue an opinion, as is normally done, as to

whether our consolidated financial statements are fairly presented,

ill all material respects.

The scope of our assessment of our Internal controls over

finanCial reporting included all of our consolidated entities except

those falling under NUl, which we acquired on November 30, 2004,

and Jefferson Island, which we acquired on October 1, 2004. In

accordance with the SEC's published guidance, we excluded these

entities from our assessment as they were acquired late in the year,

and it was not possible to conduct our assessment between the date

of acquisition and the end of the year. SEC rules require that we

complete our assessment of the internal control over financial report­

ing of these entitles within one year from the date of acquisition.

We have completed the assessment of the effectiveness of

our internal controls over financial reporting as of December 31,

2004, and have concluded that our controls are operating effectively.

Our report on internal control over financial reporting and our
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independent auditors' reports are included following the notes to the

financial statements.

NUl Internal Control Weaknesses

NUl's external and internal auditors performed audits during NUl's fis­

cal 2003 and 2004 years that identified material weaknesses in NUl's

internal controls. These weaknesses were previously discussed in

NUl's filings with the SEC In March 2004, additional internal control

issues and deficiencies were identified in the focused audit of NUl that

was conducted at the request of the New Jersey Board of Public Utili­

ties (NJBPU). These deficiencies resulted in a material weakness in

internal controls over NUl's financial reporting process and also

resulted in a need for NUl to restate certain of its financial statements.

The internal control deficiencies reported by NUl that were identified

by NUl's external and internal auditors included, but were not limited

to, the following:

• General ledger cash account balances were not being reconciled

to the bank statements.

• General ledger account analyses were not being consistently

performed.

• A listing of debt covenants was not being maintained.

• Comprehensive and formalized accounting and financial reporting

policies and procedures did not exist

• Instances were noted where management lacked certain technical

accounting and tax expertise that resulted in accounting errors.

• The flow of accounting information between business units and

corporate accounting was not timely or formalized.

• Accounts payable invoice processing procedures needed to

be improved.

• A formal plan and implementation timetable needed to be developed

to address compliance with the certification requirements of SOX 404.

• The contract review process was not formally documented, and

appropriate procedures had not been developed to ensure timely

review of contracts for accounting implications.

• There was a lack of adherence to policies and procedures for travel

and entertainment expense reimbursements and procurement

card expenditures.

• The payroli timekeeping and tracking process was manual in nature

and prone to errors.

• Information technology had a number of areas where formal, docu­

mented policies and procedures had not been developed.
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The focused audit conducted at the request of the NJBPU

revealed the following accounting concerns and weaknesses:

• inappropriate and inaccurate treatment of intercompany payable and

receivable balances

• inappropriate use of a common cash pool

• lack of a formal cash management agreement

• weaknesses in internal controls for accounts payable and receivable

• iack of formal or appropriate policies and procedures in certain

accounting functions

• the need to audit procedures for fixed asset and continuing property

records functions

To address the deficiencies in its internal controls and proce­

dures noted above, NUl expanded its internal controls and procedures

to Include the additional analysis and other postclosing procedures

described below. The company

• provided comprehensive in-house training in early fiscal 2004

covering the financial reporting process and internal accounting

controls, including NUl's written accounting policies and procedures

and a policy on disclosure controls, to individuals who participate

in the preparation of the company's financial statements and

required disclosures

• conducted meetings in which NUl's President and CEO, Vice Presi­

dent and CFO, General Counsel and Secretary reviewed and dis­

cussed accounting and operational issues to ensure completeness

and accuracy of disclosures in NUl's SEC filings

• requested that NUl's in-house counsel and key financial and opera­

tional personnel provide information regarding any known commit­

ments and contingencies that may have financial statement and/or

disclosure implications

• obtained internal certifications from key accounting and operational

personnel indicating that they reviewed drafts of NUl's SEC filings for

completeness and accuracy

• conducted formal meetings, led by NUl's Corporate Controller with

participation of key accounting personnel (prior to closing the books

of account and filing required reports), to identify and resolve

accounting and disclosure issues

• prepared and distributed to participants involved in the preparation

and review of NUl's SEC filings a detailed time schedule outlining key

dates and responsibilities for the preparation of financial information

and required disclosures

• completed an audit disclosure checklist to ensure all disclosures

required by GAAP and applicable securities laws and regulations

were properly addressed



• assembled supporting documentation for disclosures made in its

SEC filings

• retained external counsel to review drafts of its SEC filings to assist

management in ensuring compliance with SEC rules and regulations

• created documentation, including flowcharts and formal written poli­

cies and procedures of NUl's financial reporting process, to assist

management with its responsibility to ensure key internal accounting

controls are identified and addressed

• distributed a business ethics policy to all employees requesting their

acknowledgment that they received, read and complied with the

ethics policy

• conducted internal audits to evaluate internal accounting controls

of key business functions

We have initiated our efforts to assess the systems of internal

control related to NUl's business to comply with the requirements of

both Sections 302 and 404 of the Sarbanes-Oxley Act of 2002. We

believe that material deficiencies in Internal controls discussed above

related to the NUl business persist and that we are required to address

and resolve these deficiencies. Our integration plans with respect to

the NUl businesses include the integration and conversion of NUl's

accounting systems and internal control processes into our account­

ing systems and internal control processes, the majority of which we

expect to complete during the first quarter of 2005. In addition, we

have incorporated the NUl businesses into our disclosure control

processes, which include the same or similar activities to those under­

taken by NUl management described above, as well as other proce­

dures, in our closing and financial reporting process.

RESULTS OF OPERATIONS

AGL RESOURCES

We acquired Jefferson Island on October 1, 2004 and NUl on Novem­

ber 30, 2004. As a result, our results of operations for 2004 include

three months of the acquired operations of Jefferson Island and one

month of the acquired operations of NUl. Pursuant to Financial

Accounting Standards Board (FASB) Interpretation No. 46, "Consoli­

dation of Variable Interest Entities," as revised (FIN 46R), which we

adopted in January 2004, we consolidated all of SouthStar's accounts

With our subsidiaries' accounts as of January 1, 2004. We recorded

Piedmont Natural Gas Company, Inc.'s (Piedmont) portion of South­

Star's earnings as a minority interest in our statements of consolidated

income and Piedmont's portion of SouthStar's contributed capital as

a minority interest on our consolidated balance sheet. We eliminated

any intercompany profits between segments.
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Revenues

We generate nearly all our operating revenues through the sale, dis­

tribution and storage of natural gas. We include in our consolidated

revenues an estimate of revenues from natural gas distributed, but

not yet billed, to reSidential and commercial customers from the latest

meter reading date to the end of the reporting period, We record

these estimated revenues as unbilled revenues on our consolidated

balance sheet.

A significant portion of our operations is subject to variability

associated with changes in commodity prices and seasonal fluctua­

tions. During the heating season, which is primarily from November

through March, natural gas usage and operating revenues are higher

since generally more customers will be connected to our distribution

systems and natural gas usage is higher in periods of colder weather

than in periods of warmer weather. Additionally, commodity prices

tend to be higher in colder months. Our nonutility bUSinesses princi­

pally use physical and financial arrangements to economically hedge

the risks associated with seasonal fluctuations and changing com­

modity prices. Certain hedging and trading activities may require cash

deposits to satisfy margin requirements. In addition, because these

economic hedges do not generally qualify for hedge accounting treat­

ment, our reported earnings for the wholesale services and energy

investments segments reflect changes in the fair value of certain deriv­

atives; these values may change significantly from period to period.

Operating Margin and EBIT

We evaluate the performance of our operating segments using the

measures of operating margin and EBIT. We believe operating margin

is a better indicator than revenues for the contribution resulting from

customer growth in our distribution operations segment since the cost

of gas can vary significantly and is generally passed directly to our cus­

tomers. We also consider operating margin to be a better indicator in

our wholesale services and energy investments segments since it is a

direct measure of gross profit before overhead costs, We believe EBIT

is a useful measurement of our operating segments' performance

because it provides information that can be used to evaluate the effec­

tiveness of our businesses from an operational perspective, exclusive

of the costs to finance those activities and exclusive of income taxes,

neither of which is directly relevant to the efficiency of those operations.

Our operating margin and EBIT are not measures that are con­

sidered to be calculated in accordance with GMP You should not

consider operating margin or EBIT an alternative to, or a more mean­

Ingful indicator of, our operating performance than operating income

or net income as determined in accordance With GMP. In addition,

our operating margin or EBIT measures may not be comparable to a
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similarly titled measure of another company. The following are recon­

ciliations of our operating margin and EBIT to operating income and

net income, and other consolidated financial information for the years

ended December 31, 2004,2003 and 2002.
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Accelerated recognition of margins associated

with Sequent storage positions originally

were anticipated to be liquidated in the first

quarter of 2005 $ 5

Asset sales in the second quarter of 2004 for

a residential and retail property in Savannah,

Georgia which resulted in a $2 million contribution

to EBIT and the sale of our remaining investment

units in U.S. Propane LP (US Propane) 3

Change in Atlanta Gas Light's property taxes as

a result of revised estimates and Intangible

property tax assessment 3

Contributions to the AGL Resources Private

Foundation Inc. and for energy assistance

_.2Y.o.iJf_sugsidiary SouthS.tElr __ _..13)

The distribution operations segment's EBIT for 2004 was

$247 million, equal to 2003 results. For comparison purposes, how­

ever, the distribution operations segment's EBIT in 2004 increased by

$13 million, after excluding the effect of a net $13 million pretax gain

on the sale of company property and a related charitable contribution

in 2003. In addition, 2004 EBIT includes a $7 million contribution

from NUl.

Operating margins of the distribution operations segment

improved by $42 million or 7%, primarily as a result of the acquisition

of NUl ($25 million) and an approximately 2% increase in the total num­

ber of average connected customers at Atlanta Gas Light, Chat­

tanooga Gas and Virginia Natural Gas. Operating expenses increased

$29 million or 8% in 2004 relative to 2003, primarily as a result of NUl

($19 million) and increased costs related to information technology

projects, regulatory activities (including Sarbanes-Oxley compliance)

and depreciation expense, offset by decreased bad debt expense and

a decrease in costs associated with postretirement benefits.

2004 Compared to 2003

Our earnings per share and net income for 2004 were higher than

the prior year due to stronger contributions from our wholesale ser­

vices business, SouthStar and the acquisitions of NUl and Jefferson

Island. The following table provides a summary of certain items that

impacted 2004 earnings.
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• higher projected short-term interest rates based on higher 2005

London Interbank Offered Rate (L1BOR) rates

• higher debt balances and higher interest rates from 2004 and 2005

on debt issued for the acquisitions of NUl and Jefferson Island

Based on variable-rate debt outstanding at December 31 , 2004,

a 100 basis point change in market interest rates from 3.1 % to 4.1 %

would result in a change in annual pretax interest expense of $5 mil­

lion. We anticipate that our interest expense in 2005 will be higher

than in 2004 due to the following:

Interest expense for 2004 was $71 million, which was $4 million

lower than in 2003, A favorable interest rate environment and the

issuance of lower-interest long-term debt combined to lower the com­

pany's interest expense in 2004 relative to the previous year. The

increase of $19 million In average debt outstanding for 2004 com­

pared to 2003 was due to additional debt incurred as a result of the

acquisitions of NUl and Jefferson Island.
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The increase in income tax expense of $3 million or 3% for

2004 compared to 2003 reflected $8 million of additional income

taxes due to higher corporate earnings year-over-year, offset by a

$5 million decrease in income taxes due to a decrease in the effective

tax rate from 39% in 2003 to 37% in 2004. The decline in the effective

tax rate was primarily the result of income tax adjustments recorded

in the third quarter of 2004 in connection with our annual comparison

of our filed tax returns to the related income tax accruals. We expect

our effective tax rate for the year ending December 31 , 2005 to be

higher due to the favorable adjustments recorded in 2004 and the

higher state income tax rate that will be applicable to earnings from

Elizabethtown Gas Company (Elizabethtown Gas) in New Jersey.

As a result of the company's 11 million share equity offering in

November 2004, earnings results for the year are based on weighted

average shares outstanding of 66.3 million, while 2003 results were

based on weighted average shares outstanding of 63.1 IllIllion. Cur­

rently, we have approximately 76.9 million shares outstanding.

Total interest expense

6verage debt outstanding

6verag~~
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The wholesale services segment contributed $24 million in EBIT

in 2004 compared with $20 million in 2003, The $4 million increase is

primarily the result of unusually strong fourth-quarter 2004 results,

reflecting the accelerated recognition of margins associated with stor­

age positions tllat originally were anticipated to be liquidated in the

first quarter of 2005, The accelerated margin recognition resulted in

$5 million of operating income in the fourth quarter that otherwise

would have been recognized in the first quarter of 2005, Primarily as

a result of the decline in forward gas prices at the end of December

2004, and the positive mark-to-market impact that decline had on the

futures contracts Sequent utilizes to economically hedge its storage

positions, approximately $18 million or 75% of Sequent's full-year

EBIT contribution was generated in the fourth quarter of 2004,

Sequent also continued to increase its volumes and business

transaction activity in 2004, FUll-year volumes increased 20%, from

1,75 billion cubic feet (Bcf) per day in 2003 to 2,10 Bcf per day in

2004, New peaking and third-party asset management transactions

also contributed to strong results for the year, Sequent's operating

expenses for 2004 were $29 million compared with $20 million

in 2003, The increase was due primarily to increased personnel

and increased costs associated with the implementation of a new

energy trading and risk management system and Sarbanes-Oxley

404 compliance,

The energy investments segment contributed EBIT of $59 million

in 2004, a 37% increase over the segment's $43 million contribution in

2003, The primary driver of this segment's results was the performance

of SouthStar, which contributed $53 million in EBIT in 2004 compared

with $46 million in 2003, The improved results at SouthStar mainly

reflected higher commodity margins and decreased bad debt expense

during the year. Energy investments' EBIT contribution increased due

to higher contributions from AGL Networks LLC (AGL Networks) and

the acquisition of Jefferson Island in October 2004.

The corporate segment EBIT contribution decreased by $4 mil­

lion to $(16) million in 2004, primarily the result of costs associated

with information technology projects, SOX 404 compliance and

merger- and acquisition-related expenses.
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Consolidation of SouthStar

Below are our unaudited pro-forma condensed consolidated balance

sheet and statement of income, presented as if SouthStar's balances

were consolidated with our subsidiaries' accounts as of December 31,

2003. This pro-forma presentation is a non-GAAP presentation; how­

ever, we believe this pro-forma presentation is useful to the readers

of our financial statements since it presents our financial statements

for prior years on the same basis as 2004 following our consolidation

of SouthStar pursuant to our adoption of FIN 46R. These unaudited

pro-forma amounts are presented only for comparative purposes.

The eliminations include intercompany eliminations, our investment

in SouthStar, SouthStar's capitalization and our equity in earnings

from SouthStar.

The increase in income tax expense of $29 million or 50% for

2003 compared to 2002 was primarily due to the increase in earnings

before income taxes of $62 million or 39% and an increase in our

effective tax rate from 36% in 2002 to 39% in 2003. The increase in

the effective tax rate for 2003 was primarily due to higher projected

state income taxes resulting from a change in Georgia law governing

the methodology by which Georgia companies must compute their tax

liabilities and to the accrual of deferred tax liabilities related to tempo­

rary differences between the book and tax baSIS of some of our assets.

Total interest expense

Average debt outstanding _

Ave@g~~_

. D0.\! 8\e~ac;e of a,! culsta:l(!,qg cleol

The decrease in interest expense of $11 million or 13% for 2003

compared to 2002 was a result of lower average debt balances, as

shown in the following table, due primarily to the proceeds generated

from our public offering of 6.4 million shares of common stock in Feb­

ruary 2003; repayment of Medium-Term notes, which had higher rates

than our bond issuance in July 2003; the benefits of our interest rate

swaps; and lower interest rates on commercial paper borrowings.

$21 $(5) $16

(§) (8)

13 (5) 8

(3)

$ 5

I:, .... '; '0'15

2003 Compared to 2002

Net income increased $25 million or 24% from 2002, reflecting higher

earnings at each operating segment. EBIT from distribution opera­

tions, excluding the net gain on the sale of the Caroline Street campus

of $13 million, increased 4% to $234 millioli from $225 million in 2002

due to higher operating margins, an increase In the number of con­

nected customers and increased pipeline replacement revenue in

2003. Wholesale services contributed $20 millioll in EBIT compared to

$9 million in 2002. The earnings improvement resulted primarily from

Sequent's optimization of various transportation and storage assets

alld increased physical volumes sold as well as increased margins

driven by favorable pricing and market volatility, particularly in the first

quarter of 2003.

Energy investments contributed $43 million in EBIT compared

to $24 million in 2002. SouthStar accounted for the majority of the

increase, and its results were driven primarily by higher operating mar­

gins. reduced bad debt expense, our expanded ownership interest

in the business and the resolution of an Income-sharing issue with

Piedmont. Our corporate segment's expenses decreased primarily

as a result of favorable interest expense and lower average debt bal­

ances. The 7 million share increase in our weighted average shares

outstandillg was a result of our 6.4 million share equity offering In

February 2003.

The following table shows the impact of the 2003 sale of

our Caroline Street campus and the related donation to the private

foundation:

Gain (loss) on sale

of Caroline Street campus

Donation to private foundation

EBIT

Income taxes

Net income
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Pro-forma condensed consolidated balance sheet December 31 , 2003

;\s Reocrtsd

(U'l<1u(j:led)

P'o-rel-'ns

Current assets

Property, plant and equipment

Deferred debits and other assets

Total assets

Current liabilities

Accumulated deferred income taxes

Long-term liabilities

Deferred credits

Minority interest'

c:;apitaliz?!ion

Total liabilities and capitalization

$ 742

2,352

878

$3,972

$1,048

376

569

78

1,901

$3,972

101

$176

30

(1Q1L
$ (82)

$ 905

2,354

807

$4,066

$1,112

376

569

78

30

1,901
$4,066

Pro-forma condensed consolidated statement of income for the year ended December 31, 2003

lLJ:laJrJ;!~tJ)

P'o-fD'·ra

Operating revenues

Operating expenses

Cost of gas

Operation and maintenance expenses

Depreciation and amortization

Taxes other than income
---- --- ----------- --- ----

Total.()Pe.ratingex12e.ns~s

c;ainons?l§()fC:;arolin13_Strel;lt_c.3_rnf)!J.S

Operating income

Equity earnings from SouthStar

Donation to private foundation

Other income

Interest expense

~inority interest in income of consolldated_subsicjiary

Earnings before income taxes

Income taxes

Income before cumulative effect of change in accounting principle

$983

339

283

91

28

741

16

258

46

(8)

2

(75)

223

(87)

$136

$746

622

60

1

683

63

63

$ 63

$(169)

(169)

(16.sJ)

(46)

(1])
(63)

$ (63)

$1,560

792

343

92

28

1,255

16

321

(8)

2
(75)

(1])

223

..... (~7)
$ 136
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Pro-forma condensed consolidated statement of income for the year ended December 31 , 2002

Operating revenues

Operating expenses

Cost of gas

Operation and maintenance expenses

Depreciation and amortization

Taxes other than income
- --------------------------

Tot(jI()[Jer§tinaexflenses

Operating income

Equity earnings from SouthStar

Other income

Interest expense

~inorit'L101erestIn.income of consolicJatE3cJ~LJQsiCJl,"-r'L'

Earnings before income taxes

Income taxes
-- ----------

Net income
I hcludes wry",': of SOJLilSlg,'s 'even'Jes 8!ld expe'lses for COt'Tl08:-'SO'lS d Sl;uU,SI2!"S ccnS8'<lat:c'1 ,n 20C4.

-" M:liJnly :tlte:'8sL adjusts our 8Eir'I'lgs Ie 'etl~:':! Oijl 50'?'~ 811<1,e C'f SOdl:1Sla'-'s e~11-:1·lgS.

I\S ReOO~Ip.(1

$877

268
274
89
29

660
217

27
3

(86)

161
(58)

$103

lU'lO<J(1:1edj

51):)!11SI"" E: 'lllr12.t:o~)S PI·O·rCI~'a.

$630 $(171) $1,336

515 (171 ) 612

72 346
2 91

29
------ ---- - - -

589 (171J 1,078
41 258

(27)
4

(86)

. J1~1 (15)
42 (42) 161

(58)
$ 42 $ (42) $ 103

Segment Information

Operating revenues, operating margin and EBIT information for each of our segments are contained in the follOWing table for the years ended

December 31,2004,2003 and 2002:

2004
Distribution operations

Wholesale services

Energy investments

Corp()rat~ _

Consolidated

2003

$1,111
54

852

.~L
$1,832

$641 $247
53 24

145 59

j!L_... _D.!1)
$838 $314

Distribution operations

Wholesale services

Energy investments

Qorporate _

Consolidated

2002
Distribution operations

Wholesale services

Energy investments

Corporate

Consolidated
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$ 936
41

6

$ 983

$ 852
23

2

$ 877

$599
40

5

$644

$585
23

1

$609

$247
20
43

.._.J1~)
$298

$225
9

24
(11)

$247



DISTRIBUTION OPERATIONS

Distribution operations includes our natural gas local distribution utility companies, which construct, manage and maintain natural gas pipelines

and distribution facilities and serve more than 2.2 million end-use customers. Distribution operations' revenues contributed 61 % of our consoli­

dated revenues for 2004,95% for 2003 and 97% for 2002. The decrease of 34% in the contribution of distribution operations' revenues from

2003 is due to the impact of our consolidation of SouthStar in 2004. The following table provides operational information for our larger utilities.

The daily capacity represents total system capability and the storage capacity includes on-system LNG and propane volumes.

60

0.2

4.8

01

1.4

$94

7.43%

10.2%

35.5%

9.4%

104

0.1

$125

0.04

0.8

7.36%

11.25%

368%

6.6%

256

0.4

10.2

0.3

2.9

$325

924%

10.0-11.4%

52.4%

11.4%

266

0.4

140

0.4

5.0

7.95%

100%

53.0%

5.2%

$397

1,533

2.5

55.6

1,8

19.8

9.16%

10.0-12.0%

47.0%

11.2%

Average end-use customers (in thousands)'

Daily capacity'

Storage capacity'

2004 peak-day demand

Average monthly throughput·

Authorized return on rate base-'"

Authorized return on equity

Authorized rate base % of equity

Estimated 2004 return on equity

Rate base included in estimated

_2(JO~ return of equity (i~rTlilli()n_st

j T'le ,:'Jl:1G~',~ed 'etu':l Gil ~-::::te :18Se fa' FII)r'(ia GJS:lc,Jc1es "c~ed,t fo' deferred !,Jxes r,gl ':3 cO~lsl(iere~i 2. '"ale ,,,ase deduCk}'l ,1 (1" otile: ".v:s(i (;1 0:15
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Each utility operates subject to regulations provided by the

state regulatory agencies in its service territories with respect to rates

charged to our customers, maintenance of accounting records and

various other service and safety matters, Rates charged to our cus­

tomers vary according to customer class (residential, commercial or

industrial) and rate jurisdiction. Rates are set at levels that allow for

the recovery of all prudently incurred costs, including a return on rate

base sufficient to pay interest on debt and provide a reasonable

return on common equity. Rate base consists generally of the original

cost of utility plant in service, working capital, inventories and certain

other assets; less accumulated depreciation on utility plant in service,

net deferred income tax liabilities and certain other deductions. We

continuously monitor the performance of our utilities to determine

whether rates need to be adjusted by making a rate case filing.

Competition

Our distribution operations businesses face competition based on

our customers' preferences for natural gas compared to other energy

products and the comparative prices of those products. Our principal

competition relates to the electric utilities and oil and propane providers

serving the residential and small commercial markets throughout our

service areas and the potential displacement or replacement of natural

gas appliances with electric appliances. The primary competitive fac­

tors are the price of energy and the desirability of natural gas heating

versus alternative heating sources. Also, price volatility in the whole­

sale natural gas commodity market has resulted in increases in the

cost of natural gas billed to customers.

Competition for space heating and general household and

small commercial energy needs generally occurs at the initial instal­

lation phase when the customer/builder typically makes decisions

as to which types of equipment to install and operate. The customer

will generally continue to use the chosen energy source for the life
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of the equipment. Our customers' demand for natural gas and the

level of business of natural gas assets could be affected by numer­

ous factors, including

• changes in the availability or price of natural gas and other forms

of energy

• general economic conditions

• energy conservation

• legislation and regulations

• the capability to convert from natural gas to alternative fuels

• weather

In 2004, our distribution operations segment's customers grew

by approximately 2%. However, in some of our service areas, primarily

in Georgia, overall growth continues to be limited due to the number

of customers who choose to leave our systems. We expect our cus­

tomer growth to improve in the future through our efforts III new busi­

ness and retention. These efforts include working to add residential

customers with three or more appliances. multifamily complexes and

high-value commercial customers that use natural gas for purposes

other than space heating. In addition, we partner with numerous enti­

ties to market the benefits of gas appliances and to identify potential

retention options early in the process for those customers who might

consider leaving our franchise by converting to alternative fuels.

Our distribution operations utilities include:

Atlanta Gas Light is a natural gas local distribution utility with distribu­

tion systems and related facilities throughout Georgia. Atlanta Gas

light has approximately 6 Bcf of LNG storage capacity in three LNG

plants to supplement the supply of natural gas during peak usage peri­

ods. Atlanta Gas light is regulated by the Georgia Public Service Com­

mission (Georgia Commission).

Prior to Georgia's 1997 Natural Gas Competition and Deregula­

tion Act (Deregulation Act), which deregulated Georgia's natural gas

market, Atlanta Gas light was the supplier and seller of natural gas to

its customers. Today Marketers - that is, marketers who are certificated

by the Georgia Commission to sell retail natural gas in Georgia at rates

and on terms approved by the Georgia Commission - sell natural gas

to the end-use customers In Georgia and are handling customer billing

functions. Atlanta Gas light's role includes

• distributing natural gas for Marketers

• constructing, operating and maintaining the gas system infrastruc­

ture, including responding to customer service calls and leaks

• performing meter reading and maintaining underlying customer

premise Information for Marketers
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Since 1998, a number of federal and state proceedings have

addressed the role of Atlanta Gas light in administering and assign­

ing interstate assets to Marketers pursuallt to the provisions of the

Deregulation Act. In this role, Atlanta Gas Light is authorized to offer

additional sales services pursuant to Georgia Commission-approved

tariffs and to acquire and continue managing the interstate trans­

portation and storage contracts that underlie the sales services

provided to Marketers on its distribution system under Georgia

Commission-approved tariffs

Performance-based Rates Atlanta Gas Light's revenues are

established pursuant to a three-year performance-based rate (PBR)

plan that became effective May 1, 2002, with an authorized return on

equity of 11 %. The PBR plan also establishes an earnings band based

on a return on equity of 10% to 12%, subject to certain adjustments,

with three-quarters of any earnings above a 12% return on equity

shared with Georgia customers and one-quarter retained by Atlanta

Gas Light.

The Georgia Commission staff has reviewed the operation of the

plan and Atlanta Gas light's revenue requirement to determine whether

base rates should be reset upon the expiration of the existing plan in

April 2005. The Georgia Commission will then determine whether the

plan should be discontinued, extended or otherwise modified.

In connection with this review, Atlanta Gas Light filed a general

rate case request for a $26 million rate increase with the Georgia Com­

mission. The request would continue the PBR plan and include a

return on equity band of 10.2% to 12.2%. The Georgia Commission

is scheduled to issue its decision on April 28, 2005, with any rate

adjustments to be effective May 1, 2005. Any rate adjustments would

be comprised of changes from May 1, 2002 and projected through

April 30, 2005 related to depreciation expense, capital expenditures

and various other operating expenses such as pipeline integrity costs

mandated by federal regulations and changes in the property tax

valuation method.

Pipeline Replacement Program (PRP) Pursuant to the

Georgia Commission's revised procedural and scheduling order,

Atlanta Gas Light's rate case filing included testimony on whether the

PRP should be included in Atlanta Gas Light's base rates or whether

the rider currently used for recovery of PRP expenses should be other­

wise modified or discontinued. Atlanta Gas Light's testimony sup­

ported continuing the current PRP rider agreement. Including the PRP

capital costs in base rates before the end of the program would result

in a regulatory delay in recovery of our total unrecovered PRP regula­

tory asset of $361 million. This delay could require more frequent rate

requests to fund the annual cost of PRP capital expenditures and



resulting depreciation. In addition, the future loss of a recovery mecha­

nism could impair the PRP regulatory asset. Any resulting impairment

would reduce Atlanta Gas Light's earnings.

Straight-fixed-variable Rates Atlanta Gas Light's revenue IS

recognized under a straight-fixed-variable rate design, whereby

Atlanta Gas Light charges rates to its customers based primarily on

monthly fixed charges. This mechanism minimizes the seasonality of

revenues since the fixed charge is not volumetric and the monthly

charges are not set to be directly weather dependent. Weather indi­

rectly influences the number of customers that have active accounts

during the heating season, and thiS has a seasonal impact on Atlanta

Gas Light's revenues since generally more customers will be con­

nected in periods of colder weather than in periods of warmer weather.

Interstate Pipeline Acquisition Atlanta Gas Light has exe-

cuted an agreement with Southern Natural, a subsidiary of EI Paso

Corporation, to acquire a portion of Southern Natural's interstate

pipeline that runs from Macon, Georgia to the vicinity of Atlanta,

Georgia. The transaction is valued at approximately $32 million. As

part of the agreement, Atlanta Gas Light will extend certain existing

Southern Natural transportation and storage contracts to ensure

reliable delivery of natural gas into Georgia in return for the right to

expand Atlanta Gas Light's system off of the purchased facilities. On

January 19, 2005, the Federal Energy Regulatory Commission (FERC)

approved the abandonment of Southern Natural's facilities to Atlanta

Gas Light, thereby allowing the transaction to proceed to closing. We

expect the Southern Natural transaction to close by April 30, 2005,

subject to securing the remaining regulatory approvals.

Capacity Supply Plan In May 2004, Atlanta Gas Light and

8 of the 10 Marketers entered into a settlement that resolved matters

related to a capacity supply plan that was required to be filed by

Atlanta Gas Light in July 2004. As a result of the settlement, the par­

ties filed a three-year capacity supply plan for the Georgia market with

the Georgia CommiSSion In October 2004, we received reconsidera­

tion and approval by the Georgia Commission of the capacity supply

plan, which includes, among other things:

• calculation of the design (peak) day requirements for the next

three years

• purchase by Atlanta Gas Light of the above-described Southern

Natural facilities and the recovery of those costs through the pend­

ing rate case

• construction of a pipeline from the Macon LNG facility to the pur­

chased Southern Natural facilities

• extension of the Sequent peaking contract to March 2005
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• approval of Sequent's current asset management contract for

retained assets through March 1, 2006

• other tariff provi sions

Elizabethtown Gas is a natural gas local distribution utility that we

acquired with our NUl acquisition with distribution systems and related

facilities in central and northwestern New Jersey. Elizabethtown Gas

has an LNG storage and vaporization facility to supplement the supply

of natural gas during peak usage periods. The facility has a daily

capacity of 24,200 million cubic feet (McD and storage capacity of

131,000 Mcf. Most of Elizabethtown Gas' customers are located in

densely populated central New Jersey, where increases in the number

of customers primarily result from conversions to gas heating from

alternative forms of heating. In the northwest region of the state, cus­

tomer additions are driven primarily by new construction. Elizabeth­

town Gas is regulated by the NJBPU.

On November 9, 2004, the NJBPU approved our acquisition of

NUl and our agreement with the NcIBPU's staff and certain third par­

ties related to postcloslng operations. This agreement provided,

among other things, for

• a freeze of Elizabethtown Gas' base rates for five years, with earn­

Ings over an 11 % return of equity to be shared with ratepayers in the

fourth and fifth years

• Sequent to serve as asset manager for Elizabethtown Gas, begin­

ning April 1, 2005, for a three-year term for an annual fixed-fee pay­

ment by Sequent to Elizabethtown Gas of $4 million

• new performance standards with respect to customer satisfaction,

safety and reliability, with negotiations With the various interested

parties of the applicable standards beginning in February 2005

• acceleration of the payment of the outstanding balances due on

Elizabethtown Gas' $28 million refund to its ratepayers and a related

$2 million penalty to the NJBPU

• a commitment to make $9 million available for the purpose of enhanc­

ing severance packages for certain employees located in New Jersey

Weather Normalization Elizabethtown Gas' tariff contains

a weather normalization clause that is designed to help stabilize

Elizabethtown Gas' results by increasing base rate amounts charged

to customers when weather has been warmer than normal and

decreasing amounts charged when weather is colder than normal.

The weather normalization clause was renewed in October 2004 and

is based on the 20-year average of weather conditions.
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Virginia Natural Gas is a natural gas local distribution utility with dis­

tribution systems and related facilities in southeastern Virginia. Virginia

Natural Gas owns and operates approximately 155 miles of a sepa­

rate high-pressure pipeline that provides delivery of gas to customers

under firm transportation agreements within the state of Virginia.

Virginia Natural Gas also has approximately 5 million gallons of

propane storage capacity in its two propane facilities to supplement

the supply of natural gas during peak usage periods. Virginia Natural

Gas is regulated by the Virginia State Corporation Commission

(Virginia Commission).

Weather Normalization Adjustment (WNA) On Septem-

ber 27, 2002, the Virginia Commission approved a WNA program as a

two-year experiment involving the use of special rates. The WNA pro­

gram's purpose is to reduce the effect of weather on customer bills by

reducing bills when winter weather is colder than normal and increas­

ing bills when winter weather is warmer than normal. In September

2004, Virginia Natural Gas received approval from the Virginia Com­

mission to extend Virginia Natural Gas' WNA program for an addi­

tional two years with certain modifications to the existing program,

The significant modifications include the removal of the commercial

class of customers from the WNA program and the use of a rolling 30­

year average to calculate the weather factor that is updated annually,

Propane-air Facifity In June 2004, the Virginia Commission

issued its final order authorizing the recovery by Virginia Natural Gas

of all charges for the services of a new propane-air facility through

Virginia Natural Gas' gas cost recovery mechanism. The approval is

for an initial 1O-year term, with the possibility of renewal thereafter for

terms of 2 years subject to Virginia Commission approval. The facility

will provide Virginia Natural Gas with 28,800 dekatherms (Dth) of

propane air per day on a 1O-day-per-year basis to more reliably serve

its peaking needs.

Florida City Gas Company (Florida Gas) is a natural gas local distri­

bution utility, acquired with our NUl acquisition. Florida Gas has distri­

bution systems and related facilities in central and southern Florida.

Florida Gas customers purchase gas primarily for heating water, dry­

ing clothes and cooking. Some customers, mainly in central Florida,

also purchase gas to provide space heating during the winter season,

Florida Gas is regulated by the Florida Public Service Commission

(Florida Commission).

In January 2004, Florida Gas received approval from the Florida

Commission to increase its base rates by approximately $7 million,

effective February 23, 2004. The increase represents a portion of
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Florida Gas' request for a rate increase to cover the costs of Invest­

ments in its customer service assets, system maintenance and

grow1h, and increases in its operating expenses,

Chattanooga Gas is a natural gas local distribution utility with distri­

bution systems and related facilities in the Chattanooga and Cleveland

areas of Tennessee. Chattanooga Gas has approximately 1.2 Bcf of

LNG storage capacity in its LNG plant. Included in the base rates

charged by Chattanooga Gas is a weather normalization clause that

allows for revenue to be recognized based on a factor derived from

average temperatures over a 30-year period, which offsets the impact

of unusually cold or warm weather on its operating income. Chat­

tanooga Gas is regulated by the Tennessee Regulatory Authority (Ten­

nessee Authority),

Base Rate Increase In January 2004, Chattanooga Gas

filed a rate plan request with the Tennessee Authority for a total rate

increase of approximately $5 million annually. The rate plan was filed

to cover Chattanooga Gas' rising cost of providing natural gas to its

customers. In May 2004, the Tennessee Authority suspended the

increase until July 28, 2004 and subsequently deferred the decision

to August 30, 2004, After its initial filing, Chattanooga Gas reduced its

rate plan increase to approximately $4 million, primarily as a result of

the February 2004 Tennessee Authority ruling discussed in "Purchased

Gas Adjustment" below, Chattanooga Gas received a written order

from the Tennessee Authority on October 20, 2004 that authorized

new rates based on a 7,43% return on rate base for an increase in

revenues of approximately $1 million annually, In November 2004, the

Tennessee Authority granted Chattanooga Gas' motion for reconsid­

eration of the rate increase and In December 2004 heard oral argu­

ments on the issues of the appropriate capital structure and the return

on equity to be used in setting Chattanooga Gas' rates, The Tennessee

Authority has not yet issued its ruling after reconsideration,

Purchased Gas Adjustment In March 2003, Chattanooga

Gas filed a joint petition with other Tennessee distribution companies

requesting tile Tennessee Authority issue a declaratory ruling that the

portion of uncollectible accounts directly related to the cost of its nat­

ural gas is recoverable through a Purchased Gas Adjustment (PGA)

mechanism The PGA mechanism allows tile local distribution compa­

nies to automatically adjust their rates to reflect changes in the whole­

sale cost of natural gas and to ensure the utilities recover 100% of the

cost incurred in purchasing gas for their customers, On February 9,

2004, the Tennessee Authority ruled that the gas portion of accounts

written off as uncollectible after March 10, 2004 could be recovered

through the PGA



Elkton Gas Company (Elkton Gas) is a natural gas local distribution utility that we acquired with our NUl acquisition. Elkton Gas has distribution

systems and related facilities serving approximately 5,900 customers in Cecil County, Maryland. Elkton Gas customers are approximately 93%

commercial and industrial and 7% residential. Elkton Gas' current rates were authorized in June 1992 by the Maryland Public Service Commission.

Virginia Gas Distribution Company is a natural gas local distribution utility that we acquired with our NUl acquisition. Virginia Gas Distribution

Company services approximately 300 customers in franchised territories in the southwestern Virginia counties of Buchanan and Russell.

Approximately 76% of its natural gas sales are to residential customers with its remaining sales to commercial and industrial customers. Virginia

Gas Distribution Company is regulated by the Virginia Commission.

Results of Operations for our distribution operations segment for the years ended December 31, 2004, 2003 and 2002 are shown in the

following table:

In'l11Iiio:1S

Operating revenues

c:;~~~()f ga~

Qp~r_ating margin__

Operation and maintenance expenses

Depreciation and amortization

Taxes other than income
- - - - - ------------ - -

Total oper.?tinl)...§.:<!J§rl,sEls_

C;ain_ on saJe ()f9§1'.0Iin~~tr.eE)t gampus

Qp.§r9tingiilcorll~_

Donation to private foundation

Other income

Total other..(I()s§2 Jn~()Q:1e.

EBIT

l'v1elr'c;s

Average end-use customers (in thousands)

Operation and maintenance expenses per customer

E§I:Ll2.er.fLJ~omer' ___ __ _

Throughput (in millions of Dth)

Firm

lil1§ITt,Jptible __

Total

Heating degree days:

Florida

Georgia

Maryland

New Jersey'

Tennessee

Virginia

2004

$1 ,111

470

641

286

85

24

395

246

1

1

$ 247

1,880

$152

$131

194

105
- - ------- -----

299

239

2,589

860

873

3,010

3,214

2002 2004 VS-. 2C03 2003 vs. 2002

$936 $852 $175 $84

337 267 133 70

599 585 42 14

261 255 25 6

81 82 4 (1 )

24 25 (1 )

366 362 29 4

21 RD_ 21

254 223 J~_ 31

(8) 8 (8)

1 2 (1 )
- ---

____ JZL 2 8 (9)

$247 $225 $ $22

----------- -----

1,838 1,824 2% 1%

$142 $140 7 1

$127 ..____$1~3___ 3 3

190 182 2% 4%

109 124 (4,) __D1.)
-----------

299 306 -% (2)%

n/a% n/a%

2,654 2,812 (2) (6)

nla nla

nla nla

3,168 3,052 (5) 4

3,2(34 3,030 (2) 8
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

2004 Compared to 2003

There was no change in the distribution operations segment's EBIT

from 2003; however, the 2003 results included a gain of $21 million on

the sale of our Caroline Street campus, offset by an $8 million donation

to AGL Resources Private Foundation, Inc. Exclusive of the gain and

donation, EBIT increased $13 million or 5% due to increased operating

margin that was partially offset by increased operating expenses.

The increase in operating margin of $42 million or 7% from

2003 includes $17 million in combined increases at Atlanta Gas Light

and Virginia Natural Gas. The increase in Atlanta Gas Light's operating

margin was primarily from higher PRP revenue as a result of continued

PRP capital spending, customer growth, higher customer usage and

additional carrying charges from gas stored for Marketers due to a

higher average cost of gas. The increase in Virginia Natural Gas' oper­

ating margin was primarily from customer growth. The acquisition of

NUl added $25 million of operating margin primarily from NUl's

December operations of Elizabethtown Gas and Florida Gas.

Operating expenses increased $29 million or 8% from 2003.

This was due primarily to the addition of NUl operations for the month

of December of $19 million. The remaining increase of $1 0 million was

due to increases in the cost of outside services related to increased

information technology services as a result of our ongoing implementa­

tion of a work management system, increased legal services due to

increased regulatory activity and increased accounting services related

to our implementation of SOX 404. Employee benefit and compensa­

tion expenses also increased primarily as a result of higher health care

insurance costs and increased long-term compensation expenses. In

addition, depreciation expenses increased primarily from new depreci­

ation rates implemented for Virginia Natural Gas and increased assets

at each utility. These increases were partially offset by a reduction in

bad debt expenses, which was primarily due to a Tennessee Authority

ruling that allows for recovery of the gas portion of accounts written off

as uncollectible at Chattanooga Gas and increased collection efforts

at both Chattanooga Gas and Virginia Natural Gas.

2003 Compared to 2002

EBIT increased $22 million or 10% for 2003 compared to 2002, pri­

marily as a result of the gain, net of donation, of $13 million on the

sale of our Caroline Street campus described above. Excluding the

gain and donation, EBIT increased $9 million or 4% from increased

operating margin, partially offset by increased operating expenses

Operating margin increased $14 million or 2% from 2002.

This was due primarily to an increased number of customers and

a higher usage per degree day, of which Virginia Natural Gas con­

tributed approximately $12 million. Atlanta Gas Light's PRP nder
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revenues increased $2 million, resulting from recovery of prior-year

program expenses, and Atlanta Gas Light's carrying costs charged

to Marketers for gas stored underground also contributed approxi­

mately $1 million due to higher storage volumes. Offsetting these

increases was a reduction in Atlanta Gas Light's rates compared to

prior year of $3 million for the first four months of 2003 due to the

PBR settlement agreement with the Georgia Commission effective

May 1, 2002. Chattanooga Gas' operating margin for 2003 was not

materially different from 2002.

Operating expenses increased $4 million or 1% from 2002 due

primarily to a $2 million increase in corporate allocated costs related

to an increase in corporate building lease costs and higher general

business insurance premiums. Bad debt expenses increased $2 mil­

lion, primarily as a result of colder-than-normal weather and higher

natural gas prices. Additional increases in operating expenses were

attributed to a $1 million Virginia Natural Gas regulatory asset write-off

in 2003. These increases in operating expenses were partially offset

by a $1 million decrease in depreciation expenses due to lower depre­

ciation rates at Atlanta Gas Light for the first four months of 2003 as a

result of the PBR settlement agreement with the Georgia Commission.

WHOLESALE SERVICES
Wholesale services consists of Sequent, our subsidiary involved in

asset optimization, transportation and storage, producer and peaking

services, and wholesale marketing. Our asset optimization business

focuses on capturing value from idle or underutilized natural gas assets,

which are typically amassed by companies via investments in, or

contractual rights to, natural gas transportation and storage assets.

Margin is typically created in this business by participating in transac­

tions that balance the needs of varying markets and time horizons.

Sequent provides its customers with natural gas from the

major producing regions and market hubs primarily in the Eastern

and Mid-Continental United States. Sequent also purchases trans­

portation and storage capacity to meet its delivery requirements and

customer obligations in the marketplace. Sequent's customers benefit

from its logistics expertise and ability to deliver natural gas at prices

that are advantageous relative to the other alternatives available to its

end-use customers.

Asset Management Transactions

Our asset management customers include Atlanta Gas Light, Chat­

tanooga Gas and Virginia Natural Gas, nonaffiliated utilities, municipal

customers and industrial customers. These customers must contract

for transportation and storage services to meet their demands, and

they typically contract for these services on a 365-day basis even



though they may only need a portion of these services to meet their

peak demands for a much shorter period. We enter Into agreements

with these customers, either through contract assignment or agency

arrangement, whereby we use their rights to transportation and stor­

age services during periods when they do not need them. We capture

margin by optimizing the purchase, transportation, storage and sale

of natural gas, and we typically either share profits with customers

or pay them a fee for using their assets. On April 1, 2005, in connec­

tion with the acquisition of NUl, Sequent plans to commence asset

management responsibilities for Elizabethtown Gas, Florida Gas and

Elkton Gas. The contract terms are currently being negotiated.

We have reached the following agreements with the Virginia,

Georgia and Tennessee state regulatory commissions to clarify

Sequent's role as asset manager for our regulated utilities. Failure to

renew these agreements on terms substantially similar to the current

terms WOUld, over time, have a significant impact on Sequent's EBIT

if other customers and assets were not found to replace our utility

asset management earnings.

• In November 2000, the Virginia Commission approved an asset man­

agement agreement that proVides for a sharing of profits between

Sequent and Virginia Natural Gas customers. This agreement expires

in October 2005, unless Sequent, Virginia Natural Gas and the Vir­

ginia Commission agree to extend the contract. In December 2004,

we contributed approximately $3 million to Virginia Natural Gas cus­

tomers for the contract year November 2003 through October 2004.

This contribution is being reflected as a reduction to customers' gas

cost in 2005. We commenced discussions as to mutually acceptable

terms under which this agreement could be extended

• Various Georgia statutes require Sequent, as asset manager for

Atlanta Gas Light, to share 90% of its earnings from capacity

release transactions with Georgia's Universal Service Fund (USF).

A December 2002 Georgia Commission order requires net margin

earned by Sequent, for transactions involving Atlanta Gas Light

assets other than capacity release, to be shared equally with the

USF. Sequent operates under an asset management agreement

with Atlanta Gas Light which is currently scheduled to expire in

March 2006. In 2004, we contributed approximately $4 million to

the USF based on profits earned in the last six months of 2003

and for the first six months of 2004.

• In June 2003, the Chattanooga Gas tariff was amended effective

January 1, 2003 to require all net margin earned by Sequent for

transactions involving Chattanooga Gas assets to be shared equally

with Chattanooga Gas ratepayers. This agreement expires in April

2006 and is subject to automatic extensions unless specifically
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terminated by either party. In 2004, Sequent contributed approxi­

mately $1 million to Chattanooga Gas customers based on profits

earned in 2003. This contribution was reflected as a reduction to

customers' gas cost in 2004.

Transportation and Storage Transactions

In our wholesale marketing and risk management business, Sequent

also contracts for transportation and storage services. We participate

in transactions to manage the natural gas commodity and transporta­

tion costs that result in the lowest cost to serve our various markets.

We seek to optimize this process on a daily basis, as market condi­

tions change, by evaluating all the natural gas supplies, transportation

and markets to which we have access and identifying the least-cost

alternatives to serve our various markets. This enables us to capture

geographical pricing differences across these various markets as

delivered gas prices change.

In a similar manner, we participate in natural gas storage trans­

actions where we seek to identify pricing differences that occur over

time as prices for future delivery periods at many locations are readily

available. We capture margin by locking in the price differential

between purchasing natural gas at the lowest future price and, in a

related transaction, selling that gas at the highest future price, all

within the constraints of our contracts. Through the use of transporta­

tion and storage services, we are able to capture margin through the

arbitrage of geographical pricing differences and by recognizing pric­

ing differences that occur over time.

Producer Services

Our producer services business primarily focuses on aggregating

natural gas supply from various small and medium-sized producers

located throughout the natural gas production areas of the United

States, principally in the Gulf Coast region. We provide the producers

certain logistical and risk management services that offer them attrac­

tive options to move their supply into the pipeline grid. Aggregating

volumes of natural gas from these producers allows us to provide

markets to producers who seek a reliable outlet for their natural

gas production.

Peaking Services

Wholesale services generates operating margin through, among other

things, the sale of peaking services, which includes receiving a fee

from affiliated and nonaffiliated customers that guarantees that those

customers will receive gas under peak conditions. Wholesale services

incurs costs to support our obligations under these agreements,

which will be reduced in whole or in part as the matching obligations
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expire. We will continue to seek new peaking transactions as well as

work towarel extending those that are set to expire.

Competition

Sequent competes for asset management business with other energy

wholesalers, often through a competitive bidding process. Sequent

has historically been successful in obtaining new asset management

business by placing bids that were based primarily on the intrinsic

value of the transaction, which is the difference in commodity prices

between time periods or locations at the inception of the transaction.

There has been significant consolidation of energy wholesale

operations, particularly among major gas producers. Financial institu­

tions [lave also entered the marketplace. As a result, energy whole­

salers have become increasingly willing to place bids for asset

management transactions that are priced to capture market share.

We expect this trelld to continue In the near term, which could result

in downward pressure on the volume of transactions and the related

margins available In this portion of Sequent's business.

Business Expansion

Sequent has been focusing on expanding its business, both geo­

graphically and through added emphasis on the origination of new

asset management transactions and growing the producer services

businesses. Throughout 2004, we added personnel to focus specifi­

cally on these opportunities and continued to execute additional non­

affiliated asset management transactions. Our business territory now

extends from Texas to Michigan and most other areas of the United

States east of the Mississippi River.

This expansion, as well as our other business growth, has

increased Sequent's fixed cost commitments in the form of firm capac­

ity charges for transportation and storage contracts and has length­

ened the average tenure of our portfolio to 25 months at December 31 ,

2004. At December 31,2004, Sequent's longest-dated contract in its

portfolio was 23 years and was obtained as part of the NUl acquisi­

tion. Excluding this contract, Sequent's portfolio contains transactions

with contract terms ranging from one day to eight years. At Decem­

ber 31, 2004, Sequent's firm capacity commitments were:

I:, "'li!.O:1S Cl~:ltro1("1 t-J~I /~C~~_'J;~t!(,J~~ Utile T\..")(2.1

2005 $ 5 $8 $ 13

2006 5 2 7

2007 and thereafter 107 9 116
- - - ---- ------
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Seasonality

Fixed cost commitments are generally incurred evenly over the year,

while margins generated through the use of these assets are generally

greatest in the winter heating season and occasionally in the summer

due to peak usage by power generators in meeting air conditioning

load. This increases the seasonality of our business, generally result­

ing in expected higher margins in the first and fourth quarters.

Business Outlook

Continued growth of the nonaffiliated asset management and pro­

ducer services business lines will be critical to Sequent's success in

2005. Despite the consolidations within the industry, many entities are

reluctant to turn over the marketing of their gas or their assets to a

major competitor and may favor an independent wholesale services

provider. In addition, many utilities are seeking incremental services to

meet peak-day needs, which is an area of core expertise for Sequent.

We manage our business with limited open positions and lim­

ited value at risk (VaR). However, the rescission of Emerging Issues

Task Force (EITF) Issue No. 98-10, "Accounting for Contracts Involved

in Energy Trading and Risk Management Activities" (EITF 98-10), and

our adoption of EITF Issue No. 02-03, "Issues Involved In Account­

ing for Contracts under EITF Issue No. 98-10, 'Accounting for Con­

tracts Involved in Energy Trading and Risk Management Activities'"

(EITF 02-03), in 2003 have increased earnings volatility in our reported

results, as more fully discussed below. Given significant underlying

volatility in gas commodity prices, we expect volatility in our earnings

to continue.

Energy Marketing and Risk Management Activities

We accounted for derivative transactions in connection with our energy

marketing activities on a fair value basis in accordance with Statement

of Financial Accounting Standards (SFAS) No. 133, "Accounting for

Derivative Instruments and Hedging Activities" (SFAS 133), and prior to

2003 we accounted for nonderivative energy and energy-related activi­

ties in accordance with EITF 98-10.

Under these methods, we recorded derivative energy commod­

ity contracts (including both physical transactions and financial instru­

ments) at fair value, with unrealized gains or losses from changes in

fair value reflected in our earnings in the period of change. We also

recorded energy-trading contracts, as defined under EITF 98-10, on

a mark-to-market basis for transactions executed on or before Octo­

ber 25, 2002. Energy-trading contracts entered into after October 25,

2002 were recorded on an accrual basis as required under the

EITF 02-03 rescission of EITF 98-10, unless they were derivatives that

must be recorded at fair value under SFAS 133.



Effective January 1, 2003, we adopted EITF 02-03 (which

rescinded EITF 98-10), which had the following effects:

• Contracts that do not meet the definition of a derivative under

SFAS 133 are not marked to fair market value.

• Revenues are shown in the income statement net of costs associ­

ated with trading activities, whether or not the trades are physi­

cally settled.

As a result of our adoption of EITF 02-03:

• We recorded an adjustment to the carrying value of our nonderiva­

tive trading instruments (principally our storage capacity contracts)

to zero, and we now account for them using the accrual method

of accounting.

• We recorded an adjustment to the value of our natural gas invento­

ries used in wholesale services to the lower of average cost or mar­

ket: we previously recorded them at fair value. This resulted in the

cumulative effect of a change in accounting principle in our state­

ment of consolidated income for the three months ended fvlarch 31,

2003 of $13 million ($8 million net of taxes), which resulted in a

decrease of $13 million to our energy marketing and risk manage­

ment assets. and a decrease in accumulated deferred income taxes

of $5 million in our accompanying consolidated balance sheet.

• We reclassified our trading activity on a net basis (revenues net of

costs) effective July 1, 2002 as a result of the first consensus of

EITF 02-03. This reclassification had no impact on our previously

reported net income or shareholders' equity. Revenues for all peri­

ods are shown net of costs associated with trading activities.

As shown in the table below, Sequent recorded net unrealized

gains related to changes in the fair value of derivative instruments

utilized in our energy marketing and risk management activities of

$22 million during 2004, $1 million during 2003 and $4 million in

2002. The tables below illustrate the change in the net fair value of
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the derivative instruments and energy-trading contracts during 2004,

2003 and 2002 and provide details of the net fair value of contracts

outstanding as of December 31 , 2004. Sequent's storage positions

are affected by price sensitivity in the New York fvlercantile Exchange

(NYfvlEX) average price.

In !':"',;;:ons 2004 2C03 2002
--------- -- ------ -----------

Net fair value of contracts outstanding

at beginning of period $ (5) $ 7 $3

Cumulative effect of change

~~ccoun!inlLR~iil~iRle______ ___(1~)

Net fair value of contracts outstanding

at beginning of period, as adjusted (5) (6) 3

Contracts realized or otherwise

settled during period 11 2 (5)

Change in net fair value of contract

gains (losses) 11 (1 ) 9

Net fair value of new contracts entered

___ int()dlJr~ngperi()d

Net fair value of contracts outstanding

at end of period 17 (5) 7

Less net fair value of contracts

outstanding at beginning of period,

as adjusted for cumulative effect

_ofghang~~naccounting prinQljJle (5) j§l 3

Unrealized gain related to changes in

the fair value of derivative instruments $22 $ $4
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The sources of our net fair value at December 31 , 2004 are as follows. The "prices actively quoted" category represents Sequent's posi­

tions in natural gas, which are valued exclusively using NYMEX futures prices. "Prices provided by other external sources" are basis transactions

that represent the cost to transport the commodity from a NYMEX delivery point to the contract delivery point. Our basis spreads are primanly

based on quotes obtained either directly from brokers or through electronic trading platforms

Prices actively quoted

~r~E)sprovidedby oth~E)xt§rnals()urs;e~ _

Mark-to-market Versus Lower of Average Cost or Market

We purchase gas for storage when the current market price we pay

for gas plus the cost to store the gas IS less than the market price we

could receive In the future. We attempt to mitigate sUbstantially all of

our commodity price risk associated with our gas storage portfolio.

We use derivative instruments to reduce the risk associated with

future changes in the price of natural gas. We sell NYMEX futures

contracts or other over-the-counter derivatives in forward months to

substantially lock in the profit margin we will ultimately realize when

the stored gas is actually sold.

Gas stored in inventory IS accounted for differently than the

derivatives we use to mitigate the commodity price risk associated

with our storage portfolio. The difference in accounting can result in

volatility in our reported net income, even though the profit margin is

essentially unchanged from the date the transactions were consum­

mated. Gas that we purchase and inject into storage is accounted for

at the lower of average cost or market. The derivatives we use to miti­

gate commodity price risk are accounted for at fair value and marked

to market each period. These differences in our accounting treatment,

including the accrual basIs for our gas storage inventory versus fair

value accounting for the derivatives used to mitigate commodity price

risk, can result in volatility in our reported earnings.

Earnings Volatility and Price Sensitivity

Over time, gains or losses on the sale of gas storage inventory

will be offset by losses or gains on the derivatives used as hedges,

resulting in the realization of the profit margin we expected when we

entered into the transactions. Accounting differences cause Sequent's

earnings on its gas storage positions to be affected by natural gas

pnce changes, even though the economic profits remain essentially

unchanged. Based on our storage positions at December 31 , 2004,

a $0.10 change in the forward NYMEX prices would result in a

$0.3 million impact to Sequent's EBIT. As Sequent's storage position

increases. its earnings volatility may also Increase. For example, at

year end, if all of Sequent's storage had been full, a $0.10 change
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tvbLJ"lv Less M.J!u:"ly Me[urly Mal-II':!v ,n [,<cess. TGla' Net

T'ld:l 1 Ye8 1-3 Ye8rs 4-5 YeC:I's d:l Ye2.:s r21~ '1d:ue

$ 6 $ 1 $- $- $ 7

$10 $- ~= $- $10

in forward NYMEX prices would have resulted in a $0.7 million impact

to ItS earnings.

In addition, if we were to value the gas inventory at fair value,

with the change in fair value during the year reflected in earnings,

Sequent's EBIT would have increased, net of applicable regulatory

sharing, by $1 million and $3 million for the years ended December 31 ,

2004 and 2003. This is based on a difference between fair value and

average cost of $2 million and $5 million for 2004 and 2003. We used

a calculation to compare the forward value using market prices at the

expected withdrawal period with the cost of inventory included in the

balance sheet to determine fair value. The fair value is not reflected in

the financial statements due to the accounting rules now in effect.

Storage Inventory Outlook

The NYMEX forward curve graph set forth below reflects the NYMEX

natural gas prices as of September 30, 2004 and December 31 , 2004

for the period of January 2005 through November 2005. The curve

reflects the prices at which we could buy natural gas at the Henry

Hub for delivery in the same time period. (Note: January 2005 futures

expired on December 28, 2004: however, they are included as they

coincide with the January storage withdrawals.) The Henry HUb, located

in LOUisiana, is the largest centralized point for natural gas spot and

futures trading in the United States. NYMEX uses the Henry Hub as the

point for delivery for its natural gas futures contracts. Many natural gas

marketers also use the Henry Hub as their physical contract delivery

point for their price benchmark for spot trades of natural gas.

The NYMEX forward curve graph also displays the significant

decline in first quarter 2005 NYMEX prices experienced during the

fourth quarter of 2004. As shown in the table following the graph, the

majority of our inventory in storage as of December 31, 2004 was

scheduled for withdrawal in early 2005. Since we have these NYMEX

contracts in place, our original economic profit margin is unaffected.

However, the decline in NYMEX prices during the fourth quarter of

2004 resulted in unrealized gains associated with our NYMEX con­

tracts. During the fourth quarter of 2003, we experienced the opposite



occurrence when NYMEX prices were Increasing. In 2003, our near-term profits declined because our future-period hedges were at values lower

than the prevailing market prices for the months in which we held the NYMEX contracts. See further discussions in "Results of Operations" below,

As shown in the table below, "Open Futures NYMEX Contracts" represents the volume in contract equivalents of the transactions we

executed to lock in our storage inventory margin. Each contract equivalent represents 10,000 million Bntish thermal units (MMBtu's). As of

December 31, 2004, the expected withdrawal schedule of this inventory is reflected in items (B) and (C). At December 31. 2004, the weighted

average cost of gas 0NACOG) in salt dome storage was $5.83, and the WACOG for gas in reservoir storage was $5.88,

The table also reflects that our storage inventory IS fully hedged with futures, which results in an overall locked-in margin, timing notwith­

standing. Expected gross margin after regulatory sharing reflects the gross margin we would generate in future periods based on the forward

curve and inventory withdrawal schedule at December 31, 2004. Our current inventory level and priCing will result in gross margin of $1 million

during 2005. This gross margin could change if we adjust our daily injection and withdrawal plans in response to changes in market conditions in

future months.

NYMEX Forward Curve
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$-

Aug-OS

$-

Sep-OS Oct-OS

(2) (10)

2 10

2 10

s- s-

Nov-OS

s-

Total

(424)

4

420

424

$1.1

A Ooe'l L.lll1res NYMEX ':;0',['",05 \S'lGr1) Of19 Ul MMGLJ)

Park and Loan Outlook

Additionally, we have entered into park and loan transactions with various pipelines, A park and loan transaction is a tariff transaction offered by

pipelines in which the pipeline allows the customer to park gas on or borrow gas from the pipeline in one penod and reclaim gas from or repay

gas to the pipeline in a subsequent period The economics of these transactions are evaluated and price risks are managed similar to the way tra­

ditional reservoir and salt dome storage transactions are evaluated and managed, Sequent enters into forward NYMEX contracts to hedge its

park and loan transactions. However, these transactions have elements that qualify as and must be accounted for as derivatives in accordance

with SFAS 133

AGL Resources Inc. p t/ 1
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Under SFAS 133, park and loan transactions are considered to be financing arrangements when the contracts contain volumes that are

payable or repaid at determinable dates and at a specific time to third parties Because these park and loan transactions have fixed volumes, they

contain price risk for the change in market prices from the date the transaction is initiated to the time the gas is repaid. As a result, these transac~

tions qualify as derivatives under SFAS 133 that must be recorded at their fair value. Certain park and loan transactions that we execute meet this

definition. As such, we account for these transactions at fair value once the transaction has started (either the gas is originally parked on or bor ~

rowed from the pipeline) and represent the fair value of the derivatives In the consolidated balance sheet as "Inventories" and reflect the related

changes in fair value in our statement of consolidated income.

The table below shows Sequent's park and loan volumes and expected gross margin from park and loans for the indicated periods. "Park

and (loan) volumes" represents the contract equivalent for the volumes of our park and loan transactions as of December 31, 2004 that is not

already accounted for at fair value. "Expected gross margin from park and loans" represents the gross margin from those transactions expected

to be recognized in future periods based on the NYMEX forward curves at December 31, 2004.

Jan 2C05 Fei) 2:),:;:5 J;j: 2005 Tolal

Park and (loan) volumes (MMBtu)

EXjJectedgross margin from parkand (loans)

(15)

$(0,3)

12

$0.3

6

$0.1

15 (12) (6)

$0.1

Credit Rating

Sequent has certain trade and credit contracts that have explicit rating trigger events in case of a credit rating downgrade. These rating triggers

typically give counterparties the right to suspend or terminate credit if our credit ratings are downgraded to non-investment grade status. Under

such circumstances, we would need to post collateral to continue transacting business with some of our counterparties. Posting collateral would

have a negative effect on our liquidity. If such collateral were not posted, our ability to continue transacting business with these counterparties

would be impaired. If at December 31, 2004, our credit ratings had been downgraded to non-investment grade status, the required amounts

to satisfy potential collateral demands under such agreements between Sequent and its counterparties would have totaled $20 million.

Results of Operations for our wholesale services segment for the years ended December 31,2004,2003 and 2002 are as follows:

In "'l,:I:ons 2004 2C03 2GD2 2004 'IS. 2C8:1 2C(JJ '.':;. 2C:)2
- --- --- --------------------

Operating revenues

Cost of sales
----------

Qfl~§tiQgIT1~~gLn ..
Operation and maintenance expenses

Depreciation and amortization

Taxes other than income
~ ~---------~--_._.._-

. Total operatlng~§)(peilses

Operating income

Other loss

$54

1
- - --- - -------

53

27

1

1

29
24

$41 $23

1
- - -----------

40 23
- -- ----_._-~.

20 13

1
------------- -

20 14
--- ---------------

20 9

$13

13
--- - -------

7

1

1

9

4

$18

1

17

7

(1 )

6

11

EBIT

Mel: C~

Physical sales volumes (Bcf/day)
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$24

2.10

$20

175

$ 9

1.39

$ 4

20%

$11

26%



2004 Compared to 2003

EBIT increased $4 million or 20% from 2003 due to a $13 million

increase in operating margin, partially offset by a $9 million increase

in operating expenses.

Operating margin increased by $13 million or 33% primarily

due to increased volatility dUring the fourth quarter of 2004, which

provided Sequent with seasonal trading. marketing, origination and

asset management opportunities in excess of those experienced dur­

ing the prior year. Also contributing to the increase were advanta­

geous transportation values to the Northeast and new peaking and

third-party asset management transactions. Sequent's sales volumes

for 2004 were 2.10 Bcf/day, a 20% increase from the prior year. This

increase resulted primarily from the addition of new counterparties,

increased presence in the Midwest and Northeast markets and con­

tinued growth in origination and asset management activities, as well

as the business generated due to the market volatility experienced

during the fourth quarter.

As a result of a decline in forward NYMEX prices, the 2004

results reflect the recognition of gains associated with the financial

instruments used to hedge Sequent's inventory held in storage. If

the forward NYMEX price in effect at December 1. 2004 had also

been in effect at December 31, 2004, based on Sequent's storage

positions at December 31, 2004, Sequent's reported EBIT would

have been $19 million. At December 31, 2003, an increase in forward

NYMEX prices resulted in the recognition of losses associated with

inventory hedges.

Partially offsetting the improved fourth-quarter results was lower

volatility during the second quarter of 2004 compared to the same

period in 2003, which compressed Sequent's trading and marketing

activities and the related margins within its transportation portfolio. In

addition, Sequent's weighted average cost of natural gas stored in

inventory was $5.06 per MMBtu during the first quarter of 2004 com­

pared to $2.20 per MMBtu during the same period in 2003. This sig­

nificant difference in cost resulted in reduced operating margins period

over period.

Operating expenses increased by $9 million or 45% due primar­

ily to additional salary expense as a result of an increase in the num­

ber of employees; additional costs for outside services related to the

development and implementation of Sequent's ETRM system; the

implementation of SOX 404; and increased corporate costs. In addi­

tion, 2004 operating expenses reflect depreciation associated with the

recently implemented ETRM system.
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2003 Compared to 2002

EBIT increased $11 million or 122% from 2002 primarily due to a

$17 million increase in operating margin, offset by an increase of

$6 million in operating expenses. The increase of $17 million or 74%

in operating margin was due primarily to Sequent's optimization of

various transportation and storage assets, mainly in the first quarter

when natural gas prices were highly volatile. Sequent's physical sales

volumes for 2003 increased 26% to 1.75 Bcf/day compared to 2002.

This increase was partially attributable to Sequent's successful efforts

to gain additional new business in the Midwest and Northeast. Addi­

tionally. a number of market factors, including colder temperatures

during the winter in market areas served by Sequent and reduced

amounts of gas in storage as the winter progressed, resulted in

increased volatility in Sequent's markets during the first quarter of

2003 compared to the same period of 2002. The volatility in the sec­

ond and third quarters returned to seasonal averages and increased

slightly above average in the fourth quarter.

In the first quarter, Sequent sold substantially all its inventory

that was previously recorded on a mark-to-market basis under the

now-rescinded EITF 98-10. This resulted in $13 million in realized

income, offset by amounts shared with our affiliated local distribution

companies for transactions that were recorded on a mark-to-market

basis in prior periods. The increase in operating margin was partly off­

set by lower natural gas volatility created by unseasonably cool tem­

peratures in the Southeast, Midwest and Upper Mid-Atlantic during

the summer of 2003. In the summer of 2002, volatility was higher as a

result of two hurricanes in the Gulf of Mexico and warmer-than-normal

temperatures in the Northeast.

Operating expenses increased by $6 million or 43%, primarily

due to a $3 million increase in corporate costs and a $3 million

increase primarily due to personnel and outside consulting costs

incurred while growing the business.

ENERGY INVESTMENTS

Our energy investments segment includes

SouthStar is a joint venture formed in 1998 by our subsidiary, Georgia

Natural Gas Company. Piedmont and Dynegy Inc. (Dynegy) to market

natural gas and related services to retail customers, principally in

Georgia. On March 11, 2003, we purchased Dynegy's 20% ownership

interest in a transaction that for accounting purposes had an effective

date of February 18, 2003
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We currently own a noncontrolling 70% financial interest in

SoutllStar, and Piedmont owns tile remaining 30%. Our 70% interest

is noncontrolling because all significant management decisions

require approval of botll owners. On Marcil 29, 2004, we executed

an amended and restated partnersllip agreement witll Piedmont. Tilis

amended and restated partnersllip agreement calls for SoutllStar's

future earnings starting in 2004 to be allocated 75% to our subsidiary

and 25% to Piedmont. In addition, we executed a services agreement

which provided that AGL Services Company (AGL Services) will pro­

vide and administer accounting, treasury, internal audit, human

resources and information technology functions for SouthStar.

Competition SouthStar, which operates under the trade

name Georgia Natural Gas, competes with other energy marketers,

including Marketers in Georgia, to provide natural gas and related

services to customers in Georgia and the Southeast. Based on its

market share, SouthStar is the largest retail marketer of natural gas

in Georgia with average customers in 2004 in excess of 500,000. This

represents a market share of approximately 36% as of December 31,

2004, which is consistent with its market share in 2003 and 2002.

Pivotal Jefferson Island, our wholly owned subsidiary, operates a

storage and hub facility in Louisiana, approximately eight miles from

tile Henry Hub. We acquired the facility from American Electric Power

in October 2004 for an adjusted price of $90 million, which included

approximately $9 million of working gas inventory. We funded the

acquisition with a portion of the net proceeds we received from our

November 2004 common stock offering and debt borrowings.

The storage facility is regulated by the Louisiana Public Service

Commission and by the FERC, the latter of which regulates the stor­

age and transportation services. The facility consists of two salt dorne

gas storage caverns with 9.4 million Dth of total capacity and about

6.9 million Dth of working gas capacity. By increasing the maximum

operating pressure, we can periodically increase the working gas

capacity to approximately 7.4 million Dth. The facility has approxi­

mately 720,000 Dtll/day withdrawal capacity and 240,000 Dtll/day

injection capacity. Pivotal Jefferson Island provides for storage and

hub services through its direct connection to the Henry Hub via the

Sabine Pipeline and its interconnection witll other pipelines in the

area. Pivotal Energy Development (Pivotal Development) is respon­

sible for the day-to-day operation of tile facility
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Pivotal Jefferson Island is fully subscribed for the 2004-2005

winter period. Beginning April 1,2005, approximately 2.5 Bcf of

capacity will become available. Marketing of this capacity is ongoing.

Pivotal Jefferson Island intends to lease any unsubscribed capacity to

one or more customers in 2005, for varying term lengths to create a

portfolio of contracts for service. Pivotal Jefferson Island is currently

expanding its compression capability to enhance the number of times

a customer can inject and witlldraw gas. We expect to complete this

upgrade in the third quarter of 2005.

Pivotal Propane of Virginia, Inc. (Pivotal Propane), our wholly

owned subsidiary, intends to complete in the first quarter of 2005 the

constructioll of a propane-air facility in the Virginia Natural Gas service

area to provide it with up to 28,800 Dth of propane air per day on a

1O-day-per-year basis to serve Virginia Natural Gas' peaking needs.

The cold storage tank foundation is complete and construction of the

process facility is under way. We expect the plant to be initially avail­

able in the first quarter of 2005.

Virginia Gas Company is a natural gas storage, pipeline and distri­

bution company with principal operations in southwestern Virginia.

Virginia Gas Company, through Its wholly owned subsidiary Virginia

Gas Pipeline Co., owns and operates a 72-mile intrastate pipeline

and operates two storage facilities, a high-deliverability salt cavern

facility, Saltville Storage Inc. (Saltville Storage) in Saltville, Virginia, and

a depleted reservoir facility in Early Grove, Virginia. Combined, the

storage facilities have approximately 2.6 Bcf of working gas capacity.

Virginia Gas p'ipeline Co. also serves as construction and operations

manager for our Saltville Storage joint venture described below.

SaltVille Storage is a 50% member of Saltville Gas Storage

Company, LLC, a joint venture formed in 2001 with a subsidiary of

Duke Energy Corporation (Duke) to develop a high-deliverability natu­

ral gas storage facility in Saltville, Virginia and is accounted for under

the equity method of accounting. Saltville Storage serves customers

in the Mid-Atlantic region. Saltville Storage currently has approximately

1.8 Bet of storage capacity and is planning an expansion to increase

its storage capacity to 5.3 Bet of working gas with deliverability of up

to 500 million cubic feet per day. The expansion is expected to be

completed In 2008. Saltville Storage connects to Duke's East Ten­

nessee Natural Gas interstate system and its Patriot pipeline.



All of Virginia Gas Company's businesses are regulated by the

Virginia Commission except Saltville Storage, which is regulated by

the FERC. As such, Saltville Storage is required to construct and

operate its facilities and provide service subject to FERC regulations.

AGL Networks, our wholly owned subsidiary, is a provider of

telecommunications conduit and dark fiber. AGL Networks leases

and sells its fiber to a variety of customers in the Atlanta, Georgia and

Phoenix, Arizona metropolitan areas, with a small presence in other

cities in the United States. Its customers include local, regional and

national telecommunications companies, internet service providers,

educational institutions and other commercial entities. AGL Networks

typically provides underground conduit and dark fiber to its customers

under leasing arrangements with terms that vary from 1 to 20 years.

In addition, AGL Networks offers telecommunications construction

services to companies.

Competition AGL Networks' competitors exist to the extent

that they have, or will lay, conduit and fiber or may install conduit in

the future on the same route in the respective metropolitan areas.

We believe our conduit and dark fiber footprints in Atlanta and Phoenix

are unique continuous rings and, as such, will be subscribed ahead

of most competitors as market conditions support greater use of

our product.

US Propane is a joint venture formed in 2000 by us, Atmos Energy

Corporation, Piedmont and TECO Energy, Inc. US Propane owned all

the general partnership interests, directly or indirectly, and approximately

25% of the limited partnership interests in Heritage Propane Partners,

L.P. (Heritage Propane), a publicly traded marketer of propane. On

January 20, 2004, we sold our general and limited partnership inter­

ests for $29 million and recognized a gain of $1 million, which we

recorded in other income.

Results of Operations for our energy investments segment for the

year ended December 31,2004, and pro-forma results as if South­

Star's accounts were consolidated with our subsidiaries' accounts for

the years ended December 31, 2003 and 2002 are set forth below.

The unaudited pro-forma results are presented for comparative pur­

poses as a result of our consolidation of SouthStar in 2004. This pro­

forma basis is a non-GAAP presentation; however, we believe it is

useful to the readers of our financ'lal statements since it presents

prior years' revenue and expenses on the same basis as 2004.

In 2003 and 2002. we recognized our portion of SouthStar's

earnings of $46 million and $27 million, respectively, as equity earn­

ings. The increase of $19 million or 70% was primarily due to resolu­

tion of an income sharing issue with Piedmont of $6 million, higher

volumes and related operating margin, an additional 20% ownership

interest (which contributed approximately $8 million), and lower bad

debt and operating expenses.

Operating revenues

Cost of sales

Operating margin

Operation and maintenance expenses

Depreciation and amortization

Taxes other than income

Total operating expenses

Operating income

Other income

Minority interest

EBIT

2004 PI,)-fCt"....~a 2083 P,i) fOf'"'!la 2C()2 2CU4 vs. 2003 2003 liS. 200:2

$852 $752 $632 $100 $120

707 622 515 85 107

145 130 117 15 13

65 69 80 (4) (11 )

4 2 2 2

1 1 1

70 72 82 (2) (10)

75 58 35 17 23

2 2 4 (2)

(18) (17) (15) (1 ) (2)

$ 59 $ 43 $ 24 $ 16 $ 19

Mel:'cs

(1 )%564 (4)%

38-,-'1'0,-,---~__-,-3-,-8-,-%,-,---~_ --,(~5,--)o/c-,-o~~~_

558533

36%

SouthStar

Average customers (in thousands)

Market share in Georgia
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2004 Compared to 2003

The increase in EBIT of $16 million or 37% for the year ended Decem­

ber 31, 2004 was primarily the result of increased EBIT of $7 million

from SouthStar, EBIT of $3 million from Pivotal Jefferson Island and

EBIT of $3 million from AGL Networks. The remaining increase of

$3 million was from the sale of Heritage Propane and the sale of a

residential and retail development property in Savannah, Georgia in

the second quarter of 2004.

Operating margin for the year increased $15 million or 12%

primarily as a result of operating margin increases at SouthStar of

$8 million, the addition of Pivotal Jefferson Island's $4 million of oper­

ating margin and an operating margin increase at AGL Networks of

$4 million. SouthStar's $8 million operating margin increase was a

result of a $9 million increase due primarily to a lower commodity cost

structure resulting from continued refinement of SouthStar's hedging

strategies and a $3 million increase due to a full year of higher cus­

tomer service charges from third-party providers. These increases

were partially offset by a decrease of $2 million related to a one-time

sale of stored gas in 2003 and a $2 million decrease in late payment

fees due to an Improved customer base. AGL Networks' increase

was due to increased revenue from a variety of customers.

Operating expenses decreased by $2 million or 3% primarily

due to $6 million lower bad debt expense as a result of ongoing active

customer collection process improvements and increased quality of

the customer base partially offset by a $5 million increase in corporate

allocations and increased costs related to SOX 404 implementation.

There was also a $1 million increase in minority interest as a result of

higher SouthStar earnings in 2004 compared to 2003.

2003 Compared to 2002

The EBIT increase of $19 million or 79% was primarily due to

increased EBIT at SouthStar and US Propane, offset by lower AGL

Networks earnings.
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Operating margin increased $13 million or 11 % primarily due

to $9 million from increased margin from SouthStar resulting from a

$3 million one-time sale of storage, a $3 million increase from higher

customer service charges and a $3 million Increase in additional inter­

ruptible margin. There was also a $4 million increase in margin from

AGL Networks due to a $3 million increase in monthly recurring con­

tract revenues and a $2 million sales-type lease completed in the first

quarter of 2003, partially offset by $1 million of feasibility fee Income

in 2002: no such fees were recognized in 2003.

The decrease in operating expenses of $10 million or 12% was

due primarily to lower bad debt expense at SouthStar of $10 million

as a result of improved delinquency processes and customer base

and lower operating expenses from a reduction in customer care costs

of $3 million. AGL Networks had a $3 million increase in operating

expenses due primarily to business growth and higher corporate over­

Ilead costs. Other income decreased $2 million due primarily to a con­

tract renewal payment of $2 million associated with the sale of Utilipro.

CORPORATE
Our corporate segment includes our nonoperating business units,

including AGL Services and AGL Capital Corporation (AGL Capital).

AGL Services is a service company established in accordance with

the Public Utility Holding Company Act of 1935, as amended (PUHCA)

AGL Capital provides for our ongoing financing needs through its

commercial paper program, the issuance of various debt and hybrid

securities, and other financing arrangements.

In August 2003, we formed Pivotal Development as an operat­

ing division within AGL Services. Pivotal Development coordinates,

among our related operating segments, the development, construc­

tion or acquisition of gas-related assets in the regions our gas utilities

serve or where their gas supply originates in order to extend our natu­

ral gas capabilities and improve system reliability while enhancing

service to our customers in these areas. The focus of Pivotal Develop­

ment's commercial activities is to improve the economics of system

reliability and natural gas deliverability in these regions as well as

acquire and operate natural gas assets that serve wholesale markets,

such as underground storage.

We allocate substantially all AGL Services' and AGL Capital's

operating expe.nses and interest costs to our operating segments in

accordance with the PUHCA and state regulations Our corporate

segment also includes intercompany eliminations for transactions

between our operating business segments.



Results of Operations for our corporate segment for the years ended December 31, 2004, 2003 and 2002 are as follows:

I:) rl;,.IIc.ns 2004 2CCJ 2(JG2 2()04 VS. 200~j 2003 vs. 2002

Payroll $ 48 $ 48 $ 44 $- $4

Benefits and 'Incentives 32 32 38 (6)

Outside services 29 19 21 10 (2)

Taxes other than income 4 2 4 2 (2)

Other 46 44 35 2 9

Total operating expenses before allocations 159 145 142 14 3

Allocation to operating segments (147) (139) (134) (8) (5)

Operating expenses 12 6 8 6 (2)

Loss on asset disposed of Caroline Street campus (5) 5 (5)

Operating loss (12) (11 ) (8) (1 ) (3)

Other losses (4) (1 ) (3) (3) 2

EBIT $ (16) $ (12) $ (11) $ (4) $(1)

2004 Compared to 2003

The decrease in EBIT of $4 million or 33% for the year ended Decem­

ber 31, 2004 compared to the same period last year primarily was

due to an increase in operating expenses of $6 million. The increase

in operating expenses was primarily from increased outside services

costs associated with software maintenance, licensing and implemen­

tation of our work management system project, higher costs due to

our SOX 404 compliance efforts, merger and acquisition related

expenses and expenses related to Pivotal Development's activities

in 2004. The increase in operating expenses was offset by a loss of

$5 million on the sale of our Caroline Street campus in 2003.

2003 Compared to 2002

The decrease in EBIT of $1 million or 9% for 2003 compared to 2002

was primarily the result of a loss of $5 million on the sale of our Caro­

line Street campus. The decrease was offset by decreased operating

expenses of $2 million for 2003 compared to 2002.

The $2 million decrease in operating expenses was due to

charges incurred in 2002 that were not incurred in 2003. In 2002, we

recorded $6 million for the termination of an automated meter reading

contract, $2 million for the wnte-off of capital costs related to a termi­

nated risk management software implementation project and $2 million

in employee severance costs. These decreases In operating expenses

were offset by an $8 million increase in operating expenses consisting

primarily of higher payroll due to the transfer of call center employees

to AGL Services from distribution operations, and the increase in facility

lease expense as a result of our headquarters move in 2003.
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LIQUIDITY AND CAPITAL RESOURCES
We rely on operating cash flow; short-term borrowings under our

commercial paper program, which is backed by our supporting credit

agreement (Credit Facility): and borrowings or stock issuances in the

long-term capital markets to meet our capital and liquidity require­

ments. We believe these sources will be sufficient for our working

capital needs, including the potentially significant volatility of working

capital requirements of our wholesale services business, debt service

obligations and scheduled capital expenditures for the foreseeable

future. The relatively stable operating cash flows of our distribution

operations business currently provide most of our cash flow from

operations, and we anticipate this to continue in the future. However,

we have historically had a working capital deficit, primarily as a result

of our borrowings of short-term debt to finance the purchase of long­

term assets, principally property, plant and equipment, and we expect

this to continue in the future. Our liquidity and capital resource require­

ments may change in the future due to a number of factors, some of

which we cannot control. These factors include

• the seasonal nature of the natural gas business and our resulting

short-term borrowing requirements, which typically peak during

colder months

• increased gas supplies required to meet our customers' needs

during cold weather

• changes in wholesale prices and customer demand for our products

and services

• regulatory changes and changes in rate-making policies of regula­

tory commissions
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or make other distributions to us is subject to regulation. On April 1,

2004, we received approval from the SEC, under the PUHCA, for

the renewal of our financing authority to issue securities through April

2007. Our total cash and available liqUidity under our Credit Facility

at December 31, 2004 and 2003 is represented in the table below:

The increase in total cash and available liquidity under our

Credit Facility of $282 million is due primarily to the amendment to our

Credit Facility in September 2004 that, among other things, increased

the facility size by $250 million, and additional cash from operations at

December 31, 2004.

• contractual cash obligations and other commercial commitments

• interest rate changes

• pension and postretirement benefit funding requirements

• changes In income tax laws

• margin requirements resulting from significant increases or decreases

in our commodity prices

• operational risks

Our issuance of various securities, including long-term and

short-term debt, is subject to customary approval or authorization by

state and federal regulatory bodies, including state public service com­

missions and the SEC. Furthermore, a substantial portion of our con­

solidated assets, earnings and cash flow is derived from the operatioll

of regulated utility subsidiaries, whose legal authority to pay dividends

1'1 rn:liGtlS

Unused availability under the Credit Facility

Cash and cash equivalents

Total cash and available liquidity

under the Credit Facility

Dec 31, 2004

$750

49

$799

Dec 31.2003

$500

17

$517

CONTRACTUAL OBLIGATIONS AND COMMITMENTS
We have incurred various contractual obligations and financial commitments in the normal course of our operations and financing activities.

Contractual obligations include future cash payments required under existing contractual arrangements, such as debt and lease arrangements

that are directly supported by related revenue-producing activities. We calculate any expense pension contributions using an actuarial method

called the projected unit credit cost method, and as a result of our calculations, we expect to make a $1 million pension contribution in 2005.

The table below illustrates our expected future contractual obligations:

Payrrlet1ts D'.le BefG~e Decembe- 31 .

2006 & 2007 2COB & lCC9 2010 & T:le'"eafle'

Long-term debt·,

Pipeline charges, storage capacity and gas supply

Short-term debt'

PRP costs'

Operating leases'

ERe

Commodity and transportation charges

Total
I ['lcILicles 5232 ""': 0'1 of 'lales D8y2.;J'e [0 Tr,lsl::> lerJee~"'Y;ble 111006 ,"nrj 2GG7

Tr;t~ 2u(J5

$1,623 $ -

1,051 258

334 334

327 85

170 27

90 27

20 19

$3,615 $750

$ 2
262

162

39

10

1

$476

$ 2
179

80

29

12

$302

$1,619

352

75

41

$2,087
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SouthStar has natural gas purchase commitments related to the supply of minimum natural gas volumes to its customers. These commit­

ments are priced on an index plus premium basis. At December 31, 2004, SouthStar had obligations under these arrangements for 11.2 Bcf for

the year ended December 31 , 2005. This obligation is not included in the above table. SouthStar also had capacity commitments related to the

purchase of transportation rights on Interstate pipelines

We also have incurred various financial commitments in the normal course of business. Contingent financial commitments represent

obligations that become payable only if certain predefined events occur, such as financial guarantees, and include the nature of the guarantee

and the maximum potential amount of future payments that could be required of us as the guarantor. The following table illustrates our expected

contingent financial commitments as of December 31, 2004:

Guarantees

Standby letters of credit and periormance/surety bonds

Total
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CASH FLOW FROM OPERATING ACTIVITIES

Our statement of cash flows is prepared using the indirect method.

Under this method, net income is reconciled to cash flows from oper­

ating activities by adjusting net income for those items that impact net

income but do not result in actual cash receipts or payments during

the period. These reconciling items include depreciation, undistrilJuted

earnings from equity investments, changes in deferred income taxes,

gains or losses on the sale of assets and changes in the balance

sheet for working capital from the beginning to the end of the period.

We generate a large portion of our annual net income and sub­

sequent increases in our accounts receivable in the first and fourth

quarters due to significant volumes of natural gas delivered by distri­

bution operations and SouthStar to our customers during the peak

heating season. In addition, our natural gas inventories, which usually

peak on November 1, are largely drawn down in the heating season

and provide a source of cash as this asset is used to satisfy winter

sales demand.

DUring thiS period, our accounts payable increases to reflect

payments due to providers of the natural gas commodity and pipeline

capacity. The value of the natural gas commodity can vary significantly

from one period to the next as a result of the volatility in the price of

natural gas. Our natural gas costs and deferred purchased natural gas

costs due from or to our customers represent the difference between

natural gas costs that have been paid to suppliers in the past and

what has been collected from customers. These natural gas costs can

cause significant variations in cash flows from period to period.
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Our operating cash flow of $287 million for the year ended

December 31, 2004 included SouthStar's operatillg cash flow of

approximately $79 million as a result of our consolidation of SouthStar

effective January 1, 2004. In 2003 and 2002, our operating cash flow

only included amounts for cash distributions from SouthStar, consis­

tent with the equity method of accounting. Excluding SouthStar, our

cash flow from operations for the year endecl December 31 , 2004

was $208 million, an increase of $86 million from 2003. Year-to-year

changes in our operating cash flow, excluding SouthStar, were pri­

marily the result of increased earnings of $25 million and decreased

spending for injection and purchase of natural gas inventories of

$63 million.

Our cash flow from operations in 2003 was $122 million, a

decrease of $164 million from 2002. This decrease was primarily the

result of increased spending for injection of natural gas inventories of

approximately 11 Bet. The weighted average cost of this inventory

increased approximately 30% compared to 2002. In addition, we

made approximately $22 million in pension contributions in 2003 as

a result of our continued efforts to fully fund our pension liability. This

was offset by increased net income of $25 million and cash distribu­

tions received from SouthStar of $40 million



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CASH FLOW FROM INVESTING ACTIVITIES
Our cash used in investing activities in 200Li consisted primarily of property, plant and equipment (PP&E) expenditures and our acquisition of NUl

for $116 million and Jefferson Island for $90 million. For more information on our acquisitions of NUl and Jefferson Island, see Note 2. In 2003, our

investing activities included our cash payment of $20 million for the purchase of Dynegy's 20% interest in SouthStar. In 2002, we received $27 mil­

lion in cash from SouthStar and US Propane. The following table provides additional information on our actual and estimated PP&E expenditures:

Ii, '~~·'~,ons 2005 2004 ;'JOG:; 2C02 2004 'Is. 2003 1003 'IS. :2002

Construction of distribution facilities $ 87 $ 64 $ 60 $ 62 $ 4 $ (2)

Pipeline replacement program 85 95 45 48 50 (3)

Pivotal Propane plant 2 29 29

Telecommunications 5 5 8 28 (3) (20)

Other 97 71 45 49 26 (4)

Total PP&E expenditures $276 $264 $158 $187 $106 $(29)
I Esh1:Dle~1.

The increase of $106 million or 67% in PP&E expenditures

for 2004 compared to 2003 was primarily due to increased PRP

expenditures of $50 million and our construction of the Virginia

propane plant by Pivotal Propane of $29 million. In addition, the

increase was due to $9 million of expenditures for the construction

of the Macon peaking pipeline, $7 million for the ETRM at Sequent,

$3 million at Pivotal Jefferson Island and $3 million at SouthStar.

The decrease of $29 million or 15% in PP&E expenditures

for 2003 compared to 2002 was primarily due to lower telecom­

munications expenditures of $20 million as a result of the completion

of the metro Atlanta fiber network in 2002, a decrease in PRP expen­

ditures of $3 million, and a decrease in construction of distribution

facilities of $2 million associated with distribution operations.

For 2005, we estimate that our total PP&E expenditures will

increase as a result of expenditures for the construction of distribution

facilities of $23 million and acquisition and enhancement of the South­

ern Natural interstate pipeline for $38 million. Our expected increase

in the construction of distribution facilities is primarily due to increased

expenditures for renewals and the acquired NUl utilities.

Our PRP costs are expected to remain at current levels of

spending, through the expected end of the program In 2008, primarily

as a result of the replacement of larger-diameter pipe than In prior

years, the majority of which is located in more densely populated

areas. The PRP recoveries are recorded as revenues and are based

on a formula that allows us to recover operation and maintenance

costs in excess of those included In Atlanta Gas Light's base rates,

depreciation expense and an allowed rate of return on capital expen­

ditures. In the near term, the pnmary financial impact to us from tile

PRP is reduced cash flow from operating and investing activities, as
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the timing related to cost recovery does not match the timing of when

costs are incurred. As discussed earlier, Atlanta Gas Light's current

rate case includes testimony on whether the PRP should be included

in its base rates or whether the rider currently used for recovery of

PRP expenses should be otherwise modified or discontinued.

CASH FLOW FROM FINANCING ACTIVITIES
Our financing activities are primarily composed of borroWings and

payments of short-term debt, payments of Medium-Term notes, bor­

rowings of senior notes, distributions to minority interests, cash divi­

dends on our common stock and the issuance of common stock.

Our capitalization and financing strategy is intended to ensure that

we are properly capitalized with the appropriate mix of equity and

debt securities. This strategy includes active management by us of

the percentage of total debt relative to our total capitalization, as well

as the term and interest rate profile of our debt securities.

We also work to maintain or improve our credit ratings on our

senior notes to effectively manage our existing financing costs and

enhance our ability to raise additional capital on favorable terms.

Factors we consider important in assessing our credit ratings include:

our balance sheet leverage, capital spending, earnings, cash flow

generation, available liquidity and overall business risks. We do not

Ilave any trigger events in our debt instruments that are tied to

changes in our specified credit ratings or our stock price and Ilave

not entered into any transaction that would require us to issue equity

based on credit ratings or otller trigger events. As of February 2005,

our senior unsecured debt ratings are BBB+ from Standard & Poor's

Ratings Services (S&P), Baal from Moody's Investors Service

(Moody's) and A- from Fitch Ratings (Fitch).



We believe that accomplishing these capitalization objectives

and maintaining sufficient cash flow are necessary to maintain our

investment-grade credit ratings and to allow us access to capital at

reasonable costs. The components of our capital structure, as of the

dates Indicated, are summanzed in the following table:

16%

42

100%

945

$2,285

10% $ 383

48 956 42
----

58 __1,3)9 58

1

41

100%

Short-term Debt

Our short-term debt is composed of borrowings under our commer­

cial paper program, Sequent's line of credit and SouthStar's line of

credit. Our short-term debt financing generally increases between

June and December because our payments for natural gas and

pipeline capacity are generally made to suppliers prior to the collec­

tion of accounts receivable from our customers. In addition, we

typically reduce short-term debt balances in the spring because

a significant portion of our current assets are converted into cash

at the end of the winter heating season.

In 2004, our $480 million of net short-term debt payments

includecl the repayment of $500 million outstanding under NUl's credit

facilities. Upon the repayment of the outstanding amounts, we termi­

nated NUl's credit facilities.

Our commercial paper program is supported by our Credit

Facility, which was amended on September 30, 2004. Under the

terms of the amendment, the term of the Credit Facility was extended

from May 26, 2007 to September 30, 2009. The aggregate principal

amount available under the amended Credit Facility was increased

from $500 million to $750 million, and our option to increase the

aggregate cumulative principal amount available for borrowing on not

more than one occasion during each calendar year was increased

from $200 million to $250 million. As of December 31, 2004 and

2003, we had no outstanding borrowings under the Credit Facility.

However, the availability of borrowings and unused availability under

our Credit Facility is limited and subject to conditions specified within

the Credit Facility, which we currently meet. These conditions include

Short-term debt $ 334

L,ong-terrn~e~t'._______ __1 ,62~ .

~9talj~bt 1,951
Minority interest 36

Common sh_ar~hi>lQe~equity __ 1,:385

Total capitalization $3,378

During 2004, no fundamental adverse shift occurred in our rat­

ings profile; however, upon the announcement of our proposed

acquisition of NUl, S&P placed our credit ratings on CreditWatch with

negative implications, Moody's affirmed our ratings but changed its rat­

ing outlook to negative from stable, and Fitch placed our credit ratings

on Rating Watch Negative. Since the closing of the acquisition, S&P

removed us from CreditWatch and changed our outlook to negative;

Fitch took us off Rating Watch Negative and affirmed our ratings with a

stable outlook; and Moody's affirmed our ratings and kept the negative

outlook. S&P and Moody's have indicated that the negative outlook is

the result of the execution risks in integrating the NUl acquisition.

Our credit ratings may be subject to revision or withdrawal at

any time by the assigning rating organization, and each rating should

be evaluated independently of any other rating. We cannot ensure

that a rating will remain in effect for any given period of time or that

a rating will not be lowered or withdrawn entirely by a rating agency

if, in its judgment, circumstances so warrant. If the rating agencies

downgrade our ratings, particularly below investment grade, it may

significantly limit our access to the commercial paper market and

our borrowing costs would Increase. In addition, we would likely be

required to pay a higher interest rate in future financings, and our

potential pool of investors and funding sources would decrease.

Our debt instruments and other financial obligations include

provisions that, if not complied with, could require early payment,

additional collateral support or similar actions Our most important

default events include maintaining covenants with respect to maxi­

mum leverage ratio, minimum net WOrtll, insolvency events, nonpay­

ment of scheduled principal or interest payments, acceleration of

other financial obligations and change of control provisions. Our

Credit Facility's financial covenants and our PUHCA financing authority

require us to maintain a ratio of total debt-to-total capitalization of no

greater than 70%; however, our goal is to maintain this ratio at levels

between 50% and 60% of debt-to-total-capitalization. We are cur­

rently in compliance with all eXisting debt provisions and covenants.

• compliance with certain financial covenants

• the continued accuracy of representations and warranties contained

in the agreement
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Sequent uses its $25 million unsecured line of credit solely for

the posting of margin deposits for NYMEX transactions, and it is

unconditionally guaranteed by us, This line of credit expires on July 1,

2005 and bears interest at the federal funds effective rate plus 0,5%,

At December 31 , 2004, the line of credit had an outstanding balance

of $18 million

SouthStar's $75 million line of credit prOVides the additional

working capital needed to meet seasonal demands and is not guaran­

teed by us, The line of credit is secured by various percentages of its

accounts receivable, unbilled revenue and inventory, The line of credit

expires in April 2007 and bears interest at the prime rate and/or LlBOR

plus a margin based on certain financial measures, At December 31,

2004, there were no amounts outstanding under this facility; the inter­

est rate would have been 5,25% based on the prime rate,

Long-term Debt

In 2004, AGL Capital issued $250 million of 6% senior notes due Octo­

ber 2034 and $200 million of 4,95% senior notes due January 2015,

We fully and unconditionally guarantee the senior notes, The proceeds

from the issuance were used to refinance a portion of our outstanding

short-term debt under our commercial paper program, During 2004,

we also made $82 million in Medium-Term note payments using pro­

ceeds from the borrowings under our commercial paper program,

Additionally, NUl Utilities, Inc" a wholly owned subsidiary of NUl had

outstanding at closing $199 million of indebtedness pursuant to Gas

Facility Revenue Bonds and $10 million in capital leases, of which

$2 million is reflected as current. For more information on our long-term

debt including the debt assumed from the NUl acquisition, see Note 8,

In 2003, we issued $225 million of 4.45% senior notes due July

2013 and used the net proceeds to repay approximately $204 million

of our Medium-Term notes and approximately $21 million of short­

term debt. In 2002, we made $93 million in scheduled Medium-Term

note payments using a combination of cash from operations and pro­

ceeds from our commercial paper program,

Interest Rate Swaps

To maintain an effective capital structure, It is our policy to borrow

funds using a mix of fixed-rate debt and variable-rate debt. We have

entered into interest rate swap agreements for the purpose of hedging

the interest rate risk associated with our fixed-rate and variable-rate

debt obligations, At December 31 , 2004, including the effects of

$175 million of interest rate swaps, 72% of our total short-term and

long-term debt was fixed,
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Minority Interest

As a result of our consolidation of SouthStar's accounts effective

January 1, 2004, we recorded Piedmont's portion of SouthStar's con­

tributed capital as a minority interest on our consolidated balance

sheet and included it as a component of our total capitalization, We

also recorded 8 cash distribution of $14 million for SouthStar's dividend

distribution to Piedmont in our consolidated statement of cash flows as

a financing activity,

Common Stock

In November 2004, we completed our public offering of 11,04 million

shares of common stock, generating net proceeds of approximately

$332 million, We used the proceeds to purchase the outstanding cap­

ital stock of NUl and to repay short-term debt incurred to fund our

purchase of Jefferson Island,

In February 2003, we completed our public offering of 6.4 mil­

lion shares of common stock, The offering generated net proceeds

of approximately $137 million, which we used to repay outstanding

short -term debt and for general corporate purposes,

Dividends on Common Stock

In February 2005, we announced a 7% Increase in our common

stock dividend, raising the quarterly dividend from $0,29 per share

to $0,31 per share, which indicates an annual dividend of $1 ,24 per

sll8re The new quarterly dividend will be paid March 1, 2005, to

shareholders of record as of the close of business February 18,

2005 In April 2004, we announced a 4% increase in our common

stock dividend, raising the quarterly dividend from $0,28 per share

to $0,29 per share, which indicated an annual dividend of $1 ,16 per

share, In April 2003, our common stock dividend was increased by

4% from $0,27 per share to $0,28 per share, which indicated an

annual dividend of $1,12 per share. For information on the restric­

tions of our ability to pay dividends on common stock, see Note 9,

Shelf Registration

In October 2004, we filed a new shelf registration statement with the

SEC for authority to increase our aggregate capacity to $1 ,5 billion

of various capital securities, The shelf registration statement was

declared effective in November 2004, We currently have remaining

capacity under that registration statement of approximately $957 mil­

lion, We may seek additional financing through debt or equity offerings

in the private or public markets at any time,



CRITICAL ACCOUNTING POLICIES
The preparation of our financial statements requires us to make esti­

mates and judgments that affect the reported amounts of assets.

liabilities, revenues and expenses and the related disclosures of con­

tingent assets and liabilities. We based our estimates on historical

experience and various other assumptions that we believe to be rea­

sonable under the circumstances. We evaluate our estimates on an

ongoing basis, and our actual results may differ from these estimates.

Each of the following critical accounting policies involves complex sit­

uations requiring a high degree of judgment either in the application

and il1terpretation of existing literature or in the development of esti­

mates that impact our financial statements.

REGULATORY ACCOUNTING
We account for transactions within our distribution operations seg­

ment according to the provisions of SFAS No. 71, "Accounting for

the Effects of Certain Types of Regulation" (SFAS 71), Applying this

accounting policy allows us to defer expenses and income in the

consolidated balance sheets as regulatory assets and liabilities when

it is probable that those expenses and income will be allowed in the

ratesetting process in a period different from the period in which they

would have been reflected in the statements of consolidated income

of an unregulated company, We then recognize tl1ese deferred regula­

tory assets and liabilities in our statements of consolidated income

in the period in which we reflect the same amounts in rates.

If any portion of distribution operations ceased to continue to

meet the criteria for application of regulatory accounting treatment for

all or part of its operations, we would eliminate the regulatory assets

and liabilities related to those portions ceasing to meet such criteria

from our consolidated balance sheets and include them in our state­

ments of consolidated income for the period in which the discontinu­

ance of regulatory accounting treatment occurred.

PIPELINE REPLACEMENT PROGRAM (PRP)

Atlanta Gas Light was ordered by the Georgia Commission to under­

take a PRP, which will replace all bare steel and cast Iron pipe in its

system in the state of Georgia within a 1O-year period beginning

October 1, 1998, Atlanta Gas Light initially identified, and prOVided

notice to the Georgia Commission in accordance with this order,

2,312 miles of bare steel and cast iron pipe to be replaced. Atlanta

Gas Light has subsequently Identified an additional 188 miles of pipe

subject to replacement under this program. If Atlanta Gas Light does

not perform in accordance with thiS order, it can be assessed certain

nonperformance penalties. However, to date, Atlanta Gas Light is in
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full compliance. The order also provides for recovery of all prudent

costs incurred in the performance of the program, which Atlanta Gas

Light has recorded as a regulatory asset. The regulatory asset has

two components:

• the costs incurred to date that have not yet been recovered through

rate riders

• the future expected costs to be recovered through rate riders

The determination of future expected costs involves judgment.

Factors that must be considered in estimating the future expected

costs are projected capital expenditure spending and remaining

footage of infrastructure to be replaced for the remaining years of the

program. Atlanta Gas Light recorded a long-term liability of $242 mil­

lion as of December 31, 2004 and $323 million as of December 31,

2003, which represented engineering estimates for remaining capital

expenditure costs in the PRP. As of December 31, 2004, Atlanta Gas

Light had recorded a current liability of $85 million, representing

expected PRP expenditures for the next 12 months. We report these

estimates on an undiscounted basis. If the recorded liability for PRP

had been higher or lower by $10 million, Atlanta Gas Light's expected

recovery would have changed by approximately $1 million.

The PRP is also an issue in the current Atlanta Gas Light rate

proceeding. It is possible the Georgia Commission may alter the

recovery method for the costs we incur or may disallow cost recovery

while maintaining the requirement to replace the bare steel and cast

iron pipe. Changes to the recovery of PRP costs could result in an

impairment of our regulatory asset of $361 million at December 31,

2004, if costs are disallowed or if it is no longer probable that accrued

costs would be recoverable from ratepayers in the future.

ENVIRONMENTAL REMEDIATION LIABILITIES

Atlanta Gas Light historically reported estimates of future remediation

costs based on probabilistic models of potential costs. We report these

estimates on an undiscounted basIs. As we continue to conduct the

actual remediation and enter cleanup contracts, Atlanta Gas Light is

increasingly able to provide conventional engineering estimates of the

likely costs of many elements of its remediation program. These esti­

mates contain various engineering uncertainties, and Atlanta Gas Light

continuously at1empts to refine and update these engineering esti­

mates. In addition, Atlanta Gas Light continues to review technologies

available for cleanup of its two largest sites, Savannah and Augusta,

Georgia, which, if proven, could have the effect of further reducing its

total future expenditures.
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Our latest available estimate as of September 30, 2004 for

those elements of the remediation program with In-place contracts

or engineering cost estimates is $36 million. This is a reduction of

$30 million from the estimate as of September 30, 2003 of projected

engineering and in-place contracts, resulting from $50 million of pro­

gram expenditures during the 12 months ended September 30,

2004. During this same 12-month period, Atlanta Gas Light realized

increases in its future cost estimates totaling $20 million related to an

Increase in the contract value at Augusta, Georgia for treatment of two

areas and additional deep excavation of contaminants; the addition of

harbor sediment removal at St. Augustine; an Increase at Savannah

for the phase 2 excavation and a partially offsetting decrease in engi­

neering and oversight costs; and an increase in program management

costs due to legal matters, environmental regulatory activities and

oversight costs for the extension of work at Savannah and Augusta.

For elements of the remediation program where Atlanta Gas Light still

cannot perform engineering cost estimates, considerable variability

remains in available estimates. The estimated remaining cost of future

actions at these sites is $14 million.

Atlanta Gas Light estimates certain other costs paid directly by

It related to administering the remediation program and remediation of

sites currently in the investigation phase. Through January 2006,

Atlanta Gas Light estimates the administration costs to be $2 million.

Beyond January 2006, these costs are not estimable. For those sites

currently in the investigation phase our estimate is $9 million, which is

based on preliminary data received during 2004 with respect to the

existence of contamination of those sites. Our range of estimates for

these sites is from $4 million to $15 million. We have accrued the mid­

point of our range, or $9 million, as this is our best estimate at this

phase of the remediation process.

Atlanta Gas Light's environmental remediation liability is

included in its corresponding regulatory asset. As of December 31,

2004, the regulatory asset was $166 million, which is a combination

of the accrued remediation liability and unrecovered cash expendi­

tures. Atlanta Gas Light's estimate does not include other potential

expenses, such as unasserted property damage, personal injury or

natural resource damage claims, unbudgeted legal expenses, or

other costs for which it may be held liable but with respect to which

the amount cannot be reasonably forecast. Atlanta Gas Light's

estimate also does not include any potential cost savings from the

new cleanup technologies referenced above.
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In New Jersey, Elizabethtown Gas is currently conducting

remediation activities with oversight from the New Jersey Department

of Environmental Protection. Although the actual total cost of future

environmental investigation and remediation efforts cannot be esti­

mated with precision, the range of reasonably probable costs is from

$30 million to $116 million. As of December 31, 2004, no value within

this range is better than any other value, so we recorded a liability

of $30 million.

Elizabethtown Gas' prudently incurred remediation costs for the

New Jersey properties have been authorized by the NJBPU to be

recoverable in rates through its Remediation Adjustment Clause. As a

result, Elizabethtown Gas has recorded a regulatory asset of approxi­

mately $34 million, inclusive of interest, as of December 31, 2004,

reflecting the future recovery of both incurred costs and future remedi­

ation liabilities in the state of New Jersey. Elizabethtown Gas has also

been successful in recovering a portion of remediation costs incurred

in New Jersey from its insurance carriers and continues to pursue

additional recovery. As of December 31 , 2004, the variation between

the amounts of the environmental remediation cost liability recorded

on the consolidated balance sheet and the associated regulatory

asset is due to expenditures for environmental investigation and reme­

diation exceeding recoveries from ratepayers and insurance carriers.

We also own several former NUl remediation sites located out­

side of New Jersey. One site, in Elizabeth City, North Carolina, is sub­

ject to an order by the North Carolina Department of Energy and

Natural Resources. We do not have precise estimates for the cost of

investigating and remediating this site, although preliminary estimates

for these costs range from $4 million to $16 million. As of December 31,

2004, we have recorded a liability of $4 million related to this site.

There is another site in North Carolina where investigation and remedi­

ation is probable, although no regulatory order exists and we do not

believe costs associated with this site can be reasonably estimated. In

addition, there are as many as six other sites with which NUl had some

association, although no basis for liability has been asserted. We do

not believe that costs to investigate and remediate these sites, if any,

can be reasonably estimated at this time.

With respect to these costs, we currently pursue or intend to

pursue recovery from ratepayers, former owners and operators and

insurance carriers. Although we have been successful in recovering a

portion of these remediation costs from our insurance carners, we are

not able to express a belief as to the success of additional recovery

efforts. We are working with the regulatory agencies to prudently man­

age our remediation costs so as to mitigate the impact of such costs

on both ratepayers and shareholders.



REVENUE RECOGNITION

Rate structures for Elizabethtown Gas, Virginia Natural Gas, Florida

Gas and Chattanooga Gas include volumetric rate designs that allow

recovery of costs through gas usage. These utilities recognize rev­

enues from sales of natural gas and transportation services in the

same period in which they deliver the related volumes to customers.

These utilities also bill and recognize sales revenues from residential

and certain commercial and industrial customers on the basis of

scheduled meter readings. In addition, they record revenues for esti­

mated deliveries of gas, not yet billed to these customers, from the

meter reading date to the end of the accounting period. We include

these revenues in our consolidated balance sheets as unbilled rev­

enue. Furthermore, included in the rates charged by Elizabethtown

Gas, Virginia Natural Gas and Chattanooga Gas is a WNA factor,

which offsets the impact of unusually cold or warm weather on

operating margins.

PURCHASE PRICE ALLOCATION

During 2004, we completed two significant acquisitions, Jefferson

Island and NUl. We purchased Jefferson Island for an adjusted price

of $90 million, which included approximately $9 million of working gas

inventory. We purchased NUl for $225 million in cash plus the assump­

tion of NUl's outstanding net debt. At closing, NUl had $709 million in

debt and approximately $109 million of cash on its balance sheet,

bringing the net value of the transaction to approximately $825 million.

In accordance with SFAS No. 141, "Business Combinations"

(SFAS 141), the purchase price of Jefferson Island and NUl should be

allocated to the various assets and liabilities acquired at their estimated

fair value. Estimating fair values can be complex and can require signifi­

cant applications of judgment. It most commonly affects nonregulated

property, plant and equipment, nonregulated assets and liabilities, and

intangible assets, including those with indefinite lives. Our evaluation of

NUl's identifiable assets acquired and liabilities assumed is a prelimi­

nary valuation based on currently available information and is subject to

final adjustments. The valuations are considered preliminary since they

are based on limited information available to management and inde­

pendent appraisers. Generally, we have, if necessary, up to one year

from the acquisition date to finalize the purchase price allocation. Any

changes in estimates used in the allocation of the purchase price that

are made after the one-year look-back period would be recognized in

earnings during the period in which the change in estimate is made.

We expect to record goodwill associated with the acquisitions

of Jefferson Island and NUl that will be required to be tested for
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Impairment at least annually in accordance with the requirements

of SFAS 142. The goodwill associated with the acquisition of NUl is

expected to be allocated to our distribution operations segment.

Based on our annual assessment at December 31, 2004, no impair­

ment of goodwill is indicated, and our calculation indicates that the

estimated fair value of this segment exceeds the carrying value,

including goodwill, by a significant amount. For more information on

our methodology used to test goodwill for impairment, see Note 1.

DERIVATIVES AND HEDGING ACTIVITIES

SFAS 133, as updated by SFAS 149, "Amendment of Statement 133

on Derivative Instruments and Hedging Activities" (SFAS 149), estab­

lished accounting and reporting standards which require that every

derivative financial instrument (including certain derivative instruments

embedded in other contracts) be recorded in the balance sheet as

either an asset or liability measured at its fair value. However, if the

derivative transaction qualifies for and is designated as a normal pur­

chase and sale, it is exempted from the fair value accounting treat­

ment of SFAS 133, as updated by SFAS 149, and is accounted for

using traditional accrual accounting.

SFAS 133 requires that changes in the derivative's fair value be

recognized currently in earnings unless specific hedge accounting cri­

teria are met. If the derivatives meet those criteria, SFAS 133 allows a

derivative's gains and losses to offset related results on the hedged

item in the income statement in the case of a fair value hedge, or to

record the gains and losses in other comprehensive income until

maturity in the case of a cash flow hedge. Additionally, SFAS 133

requires that a company formally designate a derivative as a hedge as

well as document and assess the effectiveness of derivatives associ­

ated with transactions that receive hedge accounting treatment. Two

areas where SFAS 133 applies are interest rate swaps and gas com­

modity contracts at both Sequent and SouthStar. Our derivative and

hedging activities are described in further detail in Note 4.

Interest Rate Swaps

We designate our interest rate swaps as fair value hedges as defined

by SFAS 133, which allows us to designate derivatives that hedge

exposure to changes in the fair value of a recognized asset or liability.

We record the gain or loss on fair value hedges in earnings in the

period of change, together with the offsetting loss or gain on the

hedged item attributable to the risk being hedged. The effect of this

accounting is to reflect in earnings only that portion of the hedge that

is not effective in achieving offsetting changes in fair value.
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Commodity-related Derivative Instruments

We are exposed to risks associated with changes in the market price

of natural gas. Elizabethtown Gas utilizes certain derivatives for non­

trading purposes to hedge the impact of market fluctuations on assets,

liabilities and other contractual commitments. Pursuant to SFAS 133,

such derivative products are marked-to-market each reporting period.

Pursuant to regulatory requirements, realized gains and losses related

to such derivatives are reflected in purchased gas costs and included

in billings to customers. Unrealized gains and losses are reflected as a

regulatory asset (loss) or liability (gain), as appropriate, on the consoli­

dated balance sheet. Through Sequent and SouthStar, we use deriva­

tive instruments to reduce our exposure to the risk of changes in the

prices of natural gas. Sequent recognizes the change in value of deriv­

ative instruments as an unrealized gain or loss in revenues in the period

when the market value of the portfolio changes. This is primarily due to

newly originated transactions and the effect of price changes. Sequent

recognizes cash inflows and outflows associated with the settlement of

these risk management activities in operating cash flows and reports

these settlements as receivables and payables separately from risk

management activities in the balance sheet as energy marketing

receivables and trade payables.

Under our risk management policy, we attempt to mitigate sub­

stantially all our commodity price risk associated witll Sequent's gas

storage portfolio and lock in the economic margin at the time we enter

into gas purchase transactions for our stored gas. We purchase gas

for storage when the current market price we pay for gas plus the cost

to store the gas is less than the market price we could receive in the

future by selling NYMEX futures contracts or other over-the-counter

derivatives in the forward months, resulting in a positive net profit mar­

gin. We use contracts to sell gas at that future price to substantially

lock in the profit margin we will ultimately realize when the stored gas

is actually sold. These contracts meet the definition of a derivative

under SFAS 133.

The purchase, storage and sale of natural gas are accounted

for differently from the derivatives we use to mitigate the commodity

price risk associated with our storage portfolio. The difference in

accounting can result in volatility in our reported net income, even

though the economic margin is essentially unchanged from the date

the transactions were consummated. We do not currently use hedge

accounting under SFAS 133 to account for this activity.

Gas that we purchase and inject into storage is accounted for

on an accrual basis, at the lower of average cost or market, as inven­

tory in our consolidated balance sheets and is no longer marked to
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market following our implementation of the accounting guidance in

EITF 02-03. Under current accounting guidance, we would recognize a

loss in any period when the market price for gas is lower than the car­

rying amount of our purchased gas inventory. Costs to store the gas

are recognized in the period the costs are incurred. We recognize rev­

enues and cost of gas sold in our statement of consolidated income in

the period we sell gas and it is delivered out of the storage facility.

The derivatives we use to mitigate commodity price risk and

substantially lock in the margin upon the sale of stored gas are

accounted for at fair value and marked to market each period, with

changes in fair value recognized as unrealized gains or losses in the

period of change. This difference in accounting, the accrual basis for

our gas storage inventory versus mark-to-market accounting for the

derivatives used to mitigate commodity price risk, can result in volatility

in our reported net income. Based on Sequent's storage positions

at December 31 , 2004, a $0.10 forward NYMEX change would result

in a $0.3 million impact to Sequent's EBIT.

Over time, gains or losses on the sale of gas storage inventory

will be offset by losses or gains on the derivatives, resulting in realiza­

tion of the economic profit margin we expected when we entered into

the transactions. This accounting difference causes Sequent's earn­

ings on its gas storage positions to be affected by natural gas price

changes, even though the economic profits remain essentially

unchanged. Sequent manages underground storage for our utilities

and holds certain capacity rights on its own behalf. The underground

storage is of two types:

• reservoir storage, where supplies are generally injected and with­

drawn on a seasonal basis

• salt dome high-deliverability storage, where supplies may be periodi­

cally injected and withdrawn on relatively short notice

SouthStar also uses derivative instruments to manage expo­

sures arising from changing commodity prices. SouthStar's objective

for holding these derivatives is to minimize this risk using the most

effective methods to reduce or eliminate the impacts of these expo­

sures. A significant portion of SouthStar's derivative transactions are

designated as cash flow hedges under SFAS 133. Derivative gains or

losses arising from cash flow hedges are recorded in other compre­

hensive income (OCI) and are reclassified into earnings in the same

period as the settlement of the underlying hedged item. Any hedge

ineffectiveness, defined as when the gains or losses on the hedging

instrument do not perfectly offset the losses or gains on the hedged

item, is recorded into earnings in the period in which it occurs.



SouthStar currently has minimal hedge ineffectiveness. SouthStar's

remaining derivative instruments do not meet the hedge criteria under

SFAS 133 Therefore, changes in their fair value are recorded in earn­

ings in the period of change.

Weather Derivative Contracts

SouthStar enters into weather derivative contracts, from time to

time, for hedging purposes in order to preseNe margins in the event

of warmer-than-normal weather in the winter months. SouthStar

accounts for these contracts using the intrinsic value method under

the guidelines of EITF 99-02, "Accounting for Weather Derivatives."

There were no weather derivative contracts outstanding as of

December 31, 2004 and 2003.

ACCOUNTING FOR CONTINGENCIES

Our accounting policies for contingencies cover a variety of business

activities, including contingencies for potentially uncollectible receiv­

ables, rate matters, and legal and environmental exposures. We accrue

for these contingencies when our assessments indicate that it is prob­

able that a liability has been incurred or an asset will not be recovered,

and an amount can be reasonably estimated in accordance with

SFAS No.5, "Accounting for Contingencies" (SFAS 5). We base our

estimates for these liabilities on currently available facts and our esti­

mates of the ultimate outcome or resolution of the liability in the future.

Actual results may differ from estimates, and estimates can be, and

often are, revised either negatively or positively, depending on actual

outcomes or changes in the facts or expectations surrounding each

potential exposure.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

For the majority of our receivables, we establish an allowance for

doubtful accounts based on our collections experience. Some of

the more important factors that we use in the preparation of our

allowance amounts are the customer status, the customer's aging

balance, and historical collection experience and trends. On certain

other receivables where we are aware of a specific customer's inability

or reluctance to pay, we record an allowance for doubtful accounts

against amounts due to reduce the net receivable balance to the

amount we reasonably expect to collect. However, if circumstances

change, our estimate of the recoverability of accounts receivable

could be different. Circumstances that could affect our estimates

include, but are not limited to, customer credit issues, the level of

natural gas prices and general economic conditions.
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ACCOUNTING FOR PENSION BENEFITS

We have a defined benefit pension plan for the benefit of substantially

all full-time employees and qualified retirees. We use several statistical

and other factors that attempt to anticipate future events and to cal­

culate the expense and liability related to the plan. These factors

include our assumptions about the discount rate, expected return on

plan assets and rate of future compensation increases. In addition,

our actuarial consultants use subjective factors such as withdrawal

and mortality rates to estimate the projected benefit obligation. The

actuarial assumptions used may differ materially from actual results

due to changing market and economic conditions, higher or lower

withdrawal rates, or longer or shorter life spans of participants. These

differences may result in a significant impact on the amount of pen­

sion expense recorded in future periods.

At December 31 , 2004, we increased our minimum pension

liability by approximately $18 million, resulting in an aftertax loss to

OCI of $11 million At December 31,2003, we reduced our minimum

pension liability by approximately $14 million, which resulted in an

aftertax gain to OCI of $8 million. These adjustments reflect our fund­

ing contributions to the plan and updated valuations for the projected

benefit obligation and plan assets. To the extent that our future

expenses and contributions increase as a result of the additional mini­

mum pension liability, we believe that such increases are recoverable

in whole or in part under future rate proceedings or mechanisms.

Equity market performance and corporate bond rates have a

significant effect on our reported unfunded accumulated benefit obli­

gation (ABO), as the primary factors that drive the value of our

unfunded ABO are the assumed discount rate and the actual return

on plan assets. Additionally, equity market performance has a signifi­

cant effect on our market-related value of plan assets (MRVPA), which

is a calculated value and differs from the actual market value of plan

assets. The MRVPA recognizes the differences between the actual

market value and expected market value of our plan assets and is

determined by our actuaries using a five-year moving weighted aver­

age methodology. Gains and losses on plan assets are spread

through the MRVPA based on the five-year moving weighted average

methodology, which affects the expected return on plan assets com­

ponent of pension expense.

A one-percentage-point increase in the assumed discount

rate would decrease the AGL Resources Inc. Retirement Plan's ABO

by approximately $37 million and would decrease annual pension

expense by approximately $4 million. A one-percentage-point decrease

in the assumed discount rate would increase the AGL Resources Inc.

Retirement Plan's ABO by approximately $46 million and would
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increase annual pension expense by approximately $4 million. Addi­

tionally, a one-percentage-point increase or decrease in the expected

return on assets would decrease or increase the AGL Resources Inc.

Retirement Plan's pension expense by approximately $3 million.

Additionally, we have recorded a $36 million liability for the

amount of NUl's projected benefit obligation in excess of the fair value

of pension plan assets at the date of our acquisition of NUl. The acqui­

sition will impact our pension plan expenses and liabilities. A one­

percentage-point increase in the discount rate would decrease the

NUl Corporation Retirement Plan's ABO by approximately $12 million

and would decrease the annual benefit cost by approximately $0.1 mil­

lion. A one-percentage-point decrease in the discount rate would

increase the NUl Corporation Retirement Plan's ABO by approximately

$13 million, and increase our annual expense by approximately

$0.1 million. In addition, a one-percentage-point increase or decrease

in the NUl Corporation Retirement Plan's expected return on assets

would decrease or increase our pension expenses by approximately

$0.1 million.

As of December 31, 2004, the market value of the pension

assets was $390 million compared to a market value of $259 million as

of December 31, 2003. The net increase of $131 million resulted from

• contributions of $13 million in April 2004

• contributions of $1 million in 2004 to our supplemental retirement plan

• an actual return on plan assets of $26 million less benefits paid of

$19 million

• the acquisition of NUl assets of $111 million

Our $13 million in contributions to the pension plan in 2004

reduced annual pension expense by approximately $1 million in 2004.

The actual return on plan assets compared to the expected return on

plan assets will have an impact on our benefit obligation as of Decem­

ber 31, 2004, and our pension expense for 2005. We are unable to

determine how this actual return on plan assets will affect future bene­

fit obligation and pension expense, as actuarial assumptions and dif­

ferences between actual and expected returns on plan assets are

determined at the time we complete our actuarial evaluation as of

December 31 , 2004. Our actual returns may also be positively or neg­

atively impacted as a result of future performance in the equity and

bond markets.

ACCOUNTING DEVELOPMENTS
For information regarding accounting developments, see Note 3.
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RISK FACTORS
The following are some of the factors that could affect our future per­

formance or could cause actual results to differ materially from those

expressed or implied in our forward-looking statements. We cannot

predict every event and circumstance that may adversely affect our

business, and therefore the risks and uncertainties described below

may not be the only ones we face. Additional risks and uncel1ainties

that we are unaware of, or that we currently deem immaterial, also

may become impol1ant factors that cause serious damage to our

business in the future.

RISKS RELATED TO THE NUl ACQUISITION

We may encounter difficulties integrating NUl into our business

and may not fully attain or retain, or achieve within a reasonable

time frame, expected strategic objectives, cost savings and other

benefits of the acquisition.

We expect to realize strategic and other benefits as a result of our

acquisition of NUl. Our ability to realize these benefits or successfully

integrate NUl's businesses, however, is subject to certain risks and

uncertainties, including:

• The costs of integrating NUl and upgrading and enhancing its opera­

tions may be higher than we expect and may require more resources,

capital expenditures and management attention than anticipated.

• Employees important to NUl's operations may decide not to con­

tinue employment with us.

• We may be required to allocate some of the cost savings achieved

through the integration of NUl to our existing regulated utilities,

which could prevent us from retaining some of the benefits achieved

if the allocated cost savings result in rate reductions in future

rate proceedings.

• We may be unable to maintain and enhance our relationship with

NUl's existing customers and regulators.

• We may be unable to anticipate or manage risks that are unique

to NUl's business, including those related to its workforce, customer

demographics, regulatory environment, information systems and

diverse geography.

• We may be unable to appropriately and in a timely manner adapt

to both existing and changing economic, regulatory and competi­

tive conditions.



• The financial results of operations we acquired are subject to many of

the same factors that have historically affected our financial condition

and results of operations, including weather sensitivity; extensive fed­

eral, state and local regulation; increasing gas costs; competition and

market risks; and national, regional and local economic conditions.

Our failure to manage these risks, or other risks related to the

acquisition that are not presently known to us, could prevent us from

realizing the expected benefits of the acquisition and also may have a

material adverse effect on our results of operations and financial con­

dition following the transaction.

NUl has certain liabilities and obligations related to its pre­

acquisition activities that may result in unanticipated costs and

expenses to us.

NUl has been, and continues to be, the subject of various lawsuits,

regulatory audits, investigations and settlements related to certain of

its and its affiliates' business practices prior to the date of the acqui­

sition agreement. We will bear the costs of any liability, expense or

obligation related to ongoing or new lawsuits, regulatory audits,

investigations or claims related to these pre-acquisition activities.

Additionally, management of these claims and liabilities may require

a disproportionate amount of our management's time and attention.

A failure to manage these risks could negatively affect our results of

operations, our financial condition and our reputation in the industry,

and may reduce the anticipated benefits of the acquisition.

NUl has material weaknesses in its internal controls that may

force us to incur unanticipated costs to resolve after closing.

NUl's external and internal auditors performed audits during its fiscal

2003 and 2004 years that identified material weaknesses in NUl's

internal controls. Additional internal control issues and deficiencies

were identified in the focused audit of NUl and its affiliates that was

conducted at the request of the NJBPU. We have initiated our efforts

to assess the systems of internal control related to NUl's business in

order to comply with the requirements of SOX 404. At this time, how­

ever, we believe these operations continue to have material deficien­

cies in their internal controls that we will be required to address and

resolve. We cannot make any assurance that our systems of internal

and disclosure controls and procedures will be able to detect or pre­

vent all errors or fraud or ensure that all material information regarding

weaknesses in controls will be made known to management in the

near term. We may incur significant additional costs to resolve these

internal control and disclosure issues.
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RISKS RELATED TO OUR BUSINESS

Risks related to the regulation of our businesses could affect the

rates we are able to charge, our costs and our profitability.

Our businesses are subject to regulation by federal, state and local

regulatory authorities. In particular, our distribution businesses are reg­

ulated by the SEC under the PUHCA, the Georgia Commission, the

Tennessee Authority, the NJPBU, the Florida Commission, the Virginia

Commission and the Maryland Commission. These authorities regulate

many aspects of our distribution operations, including construction and

maintenance of facilities, operations, safety, rates that we can charge

customers, rates of return, the authorized cost of capital, recovery of

pipeline replacement and environmental remediation costs, carrying

costs we charge Marketers for gas held in storage for their customer

accounts and relationships with our affiliates. Our ability to obtain rate

increases and rate supplements to maintain our current rates of return

depends on regulatory discretion, and there can be no assurance that

we will be able to obtain rate increases or rate supplements or con­

tinue receiving our currently authorized rates of return.

Deregulation in the natural gas industry is the separation of the

provision and pricing of local distribution gas services into discrete

components. Deregulation typically focuses on the separation of the

gas distribution business from the gas sales business and is intended

to cause the opening of the formerly regulated sales business to alter­

native unregulated suppliers of gas sales services.

In 1997, the Georgia legislature enacted the Natural Gas Com­

petition and Deregulation Act To date, Georgia is the only state in the

nation that has fully deregulated gas distribution operations, which ulti­

mately resulted in Atlanta Gas Light exiting the retail natural gas sales

business while retaining its gas distribution operations. Gas marketers

then assumed the retail gas sales responsibility at deregulated prices.

The deregulation process required Atlanta Gas Light to completely

reorganize its operations and personnel at significant expense. It is

possible that the legislature could reverse the deregulation process and

require or permit Atlanta Gas Light to provide retail gas sales service

once again or require SouthStar to change the nature of how it pro­

vides natural gas to certain customers. In addition, the Georgia Com­

mission has statutory authority on an emergency basis to order Atlanta

Gas Light to temporarily provide the same retail gas service that it pro­

vided prior to deregulation. If any of these events were to occur, we

would incur costs to reverse the restructuring process or potentially

lose the earnings opportunity embedded within the current marketing

framework. Furthermore, the Georgia Commission has authority to

change the terms under which we charge Marketers for certain supply­

related services, which could also affect our future earnings.
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We have a concentration of credit risk in Georgia, which could

expose a significant portion of our accounts receivable to

collection risks.

We have a concentration of credit risk related to the provision of natu­

ral gas services to Georgia's Marketers. At September 30, 1998 (prior

to deregulation), Atlanta Gas Light had approximately 1.4 million end­

use customers in Georgia. In contrast, at December 31, 2004, Atlanta

Gas Light had only 10 certificated and active Marketers In Georgia,

four of which (based on customer count and including SouthStar)

accounted for approximately 46% of our total operating margin for

2004. As a result, Atlanta Gas Light now depends on a concentrated

number of customers for revenues. The failure of these Marketers to

pay Atlanta Gas Light could adversely affect Atlanta Gas Light's busi­

ness and results of operations and expose it to difficulties in collecting

Atlanta Gas Light's accounts receivable. Additionally, SouthStar mar­

kets directly to end-use customers and has periodically experienced

credit losses as a result of cold weather, variable prices and cus­

tomers' inability to pay.

Our revenues, operating results and financial condition may

fluctuate with the economy and its corresponding impact on

our customers.

Our business is influenced by fluctuations in the economy. As a result,

adverse changes in the economy can have negative effects on our rev­

enues, operating results and financial condition. The level of economic

and population growth in our regulated operations' service territories,

particularly new housing starts, directly affects our potential for growing

our revenues.

The cost of providing pension and postretirement health care

benefits to eligible former employees is subject to changes in

pension fund values and changing demographics, and may have

a material adverse effect on our financial results.

We have a defined benefit pension plan for the benefit of substantially

all full-time employees and qualified retirees. See "Critical Accounting

Policies." The cost of providing these benefits to eligible current and

former employees is subject to changes in the market value of our

pension fund assets and changing demographics, including longer life

expectancy of beneficiaries and an expected increase in the number

of eligible former employees over the next five years.

We believe that sustained declines in equity markets and reduc­

tions in bond yields have had and may continue to have a material

adverse effect on the value of our pension funds. In these circum­

stances, we may be required to recognize an increased pension

expense or a charge to our statement of income to the extent that
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the pension fund values are less than the total anticipated liability

under the plans.

We face increasing competition, and if we are unable to compete

effectively, our revenues, operating results and financial condi­

tion will be adversely affected.

The natural gas business is highly competitive, and we are facing

increasing competition from other companies that supply energy,

including electric companies, oil and propane providers and, in some

cases, energy marketing and trading companies. In particular, the

success of our investment in SouthStar is affected by the competition

SouthStar faces from other energy marketers providing retail gas ser­

vices in the Southeast. Natural gas competes with other forms of

energy. The primary competitive factor is price. Changes in the price

or availability of natural gas relative to other forms of energy and the

ability of end-users to convert to alternative fuels affect the demand

for natural gas. In the case of industrial and agricultural customers,

adverse economic conditions, including higher gas costs, could also

cause these customers to bypass our systems in favor of special

competitive contracts with lower per unit costs.

Our wholesale services segment competes with larger, full­

service energy providers, which may limit our ability to grow

our business.

Wholesale services competes with national and regional full-service

energy providers, energy merchants, and producers and pipelines for

sales based on our ability to aggregate competitively priced commodi­

ties with transportation and storage capacity. Some of our competi­

tors are larger and better capitalized than we are and have more

national and global exposure than we do. The consolidation of this

industry and the pricing to gain market share may affect our margins.

We expect this trend to continue in the near term, and the increasing

competition for asset management deals could result in downward

pressure on the volume of transactions and the related margins avail­

able in this portion of Sequent's business.

Our asset management arrangements between Sequent and the

affiliated local distribution companies and between Sequent and

its nonaffiliated customers may not be renewed or may be

renewed at lower levels, which could have a significant impact

on Sequent's business.

Sequent currently manages the storage and transportation assets of

our affiliates Atlanta Gas Light, Virginia Natural Gas and Chattanooga

Gas and shares profits it earns from the management of those assets

with those customers and their customers. In addition, Sequent has

asset management agreements with certain nonaffiliated customers.



On April 1, 2005, Sequent plans to commence asset management

responsibilities for Elizabethtown Gas, Florida Gas and Elkton Gas. The

contract terms are currently being negotiated. Sequent's results could

be significantly impacted if these agreements are not renewed or are

amended or renewed with less favorable terms.

Our profitability may decline if the counterparties to our transac­

tions fail to perform in accordance with our agreements.

Wholesale services focuses on capturing the value from idle or under­

utilized energy assets, typically by executing transactions that balance

the needs of various markets and time horizons. Wholesale services

is exposed to the risk that counterparties to our transactions will not

perform their obligations. Should the counterparties to these arrange­

ments fail to perform, we might be forced to enter into alternative

hedging arrangements, honor the underlying commitment at then­

current market prices or return a significant portion of the considera­

tion received for gas under a long-term contract. In such events, we

might incur additional losses to the extent of amounts, if any, already

paid to or received from counterparties.

We have a concentration of credit risk at Sequent that could

expose us to collection risks.

We often extend credit to our counterparties. Despite performing

credit analysis prior to extending credit and seeking to effectuate net­

ting agreements, we are exposed to the risk that we may not be able

to collect amounts owed to us. If the counterparty to such a transac­

tion fails to perform and any collateral we have secured is inadequate,

we could experience material financial losses.

We have a concentration of credit risk at Sequent, which could

expose a significant portion of our credit exposure to collection risks.

Approximately 57% of Sequent's credit exposure is concentrated in

20 counterparties. Although most of this concentration is with coun­

terparties that are either load-serving utilities or end-use customers

and that have supplied some level of credit support, default by any of

these counterparties in their obligations to pay amounts due Sequent

could result in credit losses that would negatively impact our whole­

sale services segment.

We are exposed to market risk and may incur losses in

wholesale services.

The commodity, storage and transportation portfolios at Sequent con­

sist of contracts to buy and sell natural gas commodities, including

contracts that are settled by the delivery of the commodity or cash. If

the values of these contracts change in a direction or manner that we

do not anticipate, we could experience financial losses from our trad­

ing activities. Value at risk (VaR) is defined as the maximum potential
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loss in portfolio value over a specified time period that is not expected

to be exceeded within a given degree of probability. Based on a 95%

confidence interval and employing a 1-day and a 1O-day holding period

for all positions, Sequent's portfolio of positions as of December 31 ,

2004 had a 1-day holding period VaR of $0.1 million and a 10-day

holding period VaR of $0.2 million.

Our accounting results may not be indicative of the risks we

are taking or the economic results we expect due to changes

in accounting for wholesale services.

Although Sequent enters into various contracts to hedge the value of

our energy assets and operations, the timing of the recognition of

profits or losses on the hedges does not always match up with the

profits or losses on the item being hedged. This can result in volatility

in reported earnings from one period to the next that does not exist

from an economic standpoint over the full life of the hedge and the

hedged item.

Our business is subject to environmental regulation in all juris­

dictions in which we operate and our costs to comply are signifi­

cant, and any changes in existing environmental regulation could

negatively affect our results of operations and financial condition.

Our operations and properties are subject to extensive environmental

regulation pursuant to a variety of federal, state and municipal laws

and regulations. Such environmental legislation imposes, among

other things, restrictions, liabilities and obligations in connection with

storage, transportation, treatment and disposal of hazardous sub­

stances and waste and in connection with spills, releases and emis­

sions of various substances into the environment. Environmental

legislation also requires that our facilities, sites and other properties

associated with our operations be operated, maintained, abandoned

and reclaimed to the satisfaction of applicable regulatory authorities.

Our current costs to comply with these laws and regulations are

significant to our results of operations and financial condition. Failure

to comply with these laws and regulations and failure to obtain any

required permits and licenses may expose us to fines, penalties

and/or interruptions in our operations that could be material to our

results of operations.

In addition, claims against us under environmental laws and

regulations could result in material costs and liabilities. Existing envi­

ronmental regulations could also be revised or reinterpreted, new

laws and regulations could be adopted or become applicable to us

or our facilities, and future changes in environmental laws and regula­

tions could occur. With the trend toward stricter standards, greater

regulation, more extensive permit requirements and an increase in
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the number and types of assets operated by us subject to environ­

mental regulation, our environmental expenditures could increase in

the future, particularly if those costs are not fully recoverable from our

customers. Additionally, the discovery of presently unknown environ­

mental conditions could give rise to expenditures and liabilities,

including fines or penalties, which could have a material adverse

effect on our business, results of operations or financial condition.

We could incur additional material costs for the environmental

condition of some of our assets, including former manufactured

gas plants.

We are generally responsible for all on-site and certain off-site liabilities

associated with the environmental condition of the natural gas assets

that we have operated, acquired or developed, regardless of when the

liabilities arose and whether they are or were known or unknown. In

addition, in connection with certain acquisitions and sales of assets,

we may obtain, or be required to provide, indemnification against cer­

tain environmental liabilities. Before natural gas was widely available in

the Southeast, we manufactured gas from coal and other fuels. Those

manufacturing operations were known as manufactured gas plants,

or MGPs, which we ceased operating in the 1950s.

We have identified 10 sites in Georgia and 3 in Florida where

we, or our predecessors, own or owned all or part of an MGP site.

We are required to investigate possible environmental contamination

at those MGP sites and, if necessary, clean up any contamination. To

date, cleanup has been completed at these sites, and as of Decem­

ber 31, 2004, the remediation program was approximately 78% com­

plete. As of December 31,2004, projected costs associated with the

MGP sites were $56 million. For elements of the MGP program where

we still cannot perform engineering cost estimates, considerable

variability remains in available future cost estimates.

In addition, NUl is associated with as many as 6 former sites

in New Jersey and 10 former sites in other states. Material cleanups

of these sites have not been completed nor are precise estimates

available for future cleanup costs. For the New Jersey sites, cleanup

cost estimates range from $30 million to $116 million. Costs have

been estimated for only 1 of the 10 non-New Jersey sites, for which

current estimates range from $4 million to $16 million.

The success of our telecommunications business strategy may

be adversely affected by uncertain market conditions.

The current strategy of our telecommunications business is based

on our ability to lease telecommunications conduit and dark fiber in

the Atlanta, Georgia and Phoenix, Arizona metropolitan areas. The

market for these services, like the telecommunications industry in
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general, is very competitive, rapidly changing and currently suffering

from lack of market commitments. We cannot be certain that growth

in demand for these services will occur as expected. If the market

for these services fails to grow as anticipated or becomes saturated

with competitors, including competitors using alternative technolo­

gies, our investment in the telecommunications business may be

adversely affected.

Future acquisitions and expansions, if any, may affect our busi­

ness by increasing the level of our indebtedness and contingent

liabilities and creating integration difficulties.

From time to time, we may evaluate and acquire assets or businesses

or enter into joint venture arrangements that we believe complement

our existing businesses and related assets. As a result, the relative

makeup of our business is subject to change. These acquisitions and

joint ventures may require substantial capital or the incurrence of addi­

tional indebtedness. Further, acquired operations or joint ventures may

not achieve levels of revenues, operating income or productivity com­

parable to those of our existing operations or may not otherwise per­

form as expected. Realization of the anticipated benefits of acquisitions

or other transactions could take longer than expected. Acquisitions or

joint ventures may also involve a number of risks, including

• our inability to integrate operations, systems and procedures

• the assumption of unknown risks and liabilities

• diversion of management's attention and resources

• difficulty retaining and training acquired key personnel

Our ability to successfully make strategic acquisitions and

investments will depend on

• the extent to which acquisitions and investment opportunities

become available

• our success in bidding for the opportunities that do become available

• regulatory approval, if required, of the acquisitions on favorable terms

• our access to capital and the terms upon which we obtain capital

• if we are unable to make strategic investments and acquisitions,

we may be unable to grow

Our growth may be restricted by the capital-intensive nature of

our business.

In order to maintain our historic growth, we must construct additions

to our natural gas distribution system each year. The cost of this con­

struction may be affected by the cost of obtaining government

approvals, development project delays or changes in project costs.

Weather, general economic conditions and the cost of funds to



finance our capital projects can materially alter the cost of a project.

Our cash flows are not fully adequate to finance the cost of this con­

struction. As a result, we must fund a portion of our cash needs

through borrowings and the issuance of common stock. Our ability to

finance the cost of constructing additions to our system depends on

our ability to borrow funds or sell our common stock.

Changes in weather conditions may affect our earnings.

Weather conditions and other natural phenomena can have a large

impact on our earnings. Severe weather conditions can impact our

suppliers and the pipelines that deliver gas to our distribution system.

Extended mild weather, either during the winter period or summer

period, can have a significant impact on demand for and the cost of

natural gas.

We have a WNA mechanism for Elizabethtown Gas, Chat­

tanooga Gas and Virginia Natural Gas that partially offsets the

impact that unusually cold or warm weather has on residential and

commercial customer billings and margin. The WNA is most effec­

tive in a reasonable temperature range relative to normal weather

using historical averages. The protection afforded by the WNA

depends on continued regulatory approval. The loss of this con­

tinued regulatory approval could make us more susceptible to

weather-related earnings fluctuations.

Inflation and increased gas costs could adversely impact our

customer base and customer collections and increase our level

of indebtedness.

Inflation has caused increases in certain operating expenses and has

required us to replace assets at higher costs. We have a process in

place to continually review the adequacy of our utility gas rates in rela­

tion to the increasing cost of providing service and the inherent regula­

tory lag in adjusting those gas rates. Historically, we have been able to

budget and control operating expenses and investments within the

amounts authorized to be collected in rates and intend to continue to

do so. The ability to control expenses is an important factor that will

influence future results.

Rapid increases in the price of purchased gas, which occurred

in some prior years, cause us to experience a significant increase in

short-term debt because we must pay suppliers for gas when it is

purchased, which can be significantly in advance of when these costs

may be recovered through the collection of monthly customer bills for

gas delivered. Increases in purchased gas costs also slow our utility

collection efforts as customers are more likely to delay the payment of

their gas bills, leading to higher-than-normal accounts receivable. This

situation also results in higher short-term debt levels and increased
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bad debt expense. Should the price of purchased gas increase signifi­

cantly in the upcoming heating season, we would expect increases in

our short-term debt, accounts receivable and bad debt expense dur­

ing 2005.

Finally, higher costs of natural gas in recent years have already

caused many of our utility customers to conserve in the use of our gas

services and could lead to even more customers utilizing such con­

servation methods.

A decrease in the availability of adequate pipeline transportation

capacity could reduce our revenues and profits.

Our gas supply depends on the availability of adequate pipeline trans­

portation and storage capacity. We purchase a substantial portion of

our gas supply from interstate sources. Interstate pipeline companies

transport the gas to our system. A decrease in interstate pipeline

capacity available to us or an increase in competition for interstate

pipeline transportation and storage service could reduce our normal

interstate supply of gas.

RISKS RELATED TO OUR CORPORATE AND FINANCIAL

STRUCTURE

If we breach any of the material financial covenants under

our various indentures, credit facilities or guarantees, our debt

service obligations could be accelerated,

Our existing debt and the debt of certain of our subsidiaries contain

a number of significant financial covenants. If we, or any of these

subsidiaries breach any of the financial covenants under these

agreements, our debt repayment obligations under them could be

accelerated. In such event, we may not be able to refinance or repay

all our indebtedness, which would result in a material adverse effect

on our business, results of operations and financial condition.

As a result of cross-default provisions in our borrowing arrange­

ments, we may be unable to satisfy all of our outstanding obliga­

tions in the event of a default on our part,

Our Credit Facility and the indenture under which Atlanta Gas Light's

outstanding Medium-Term notes were issued contain cross-default

provisions. Accordingly, should an event of default occur under some

of our debt agreements, we face the prospect of being in default

under other of our debt agreements, obliged in such instance to sat­

isfy a large portion of our outstanding indebtedness and unable to

satisfy all of our outstanding obligations simultaneously.
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We depend on our ability to successfully access the capital mar­

kets. Any inability to access the capital or financial markets may

limit our ability to execute our business plan or pursue improve­

ments that we may rely on for future growth.

We rely on access to both short-term money markets (in the form of

commercial paper) and long-term capital markets as a source of liquid­

ity for capital and operating requirements not satisfied by the cash flow

from our operations. If we are not able to access financial markets at

competitive rates, our ability to implement our business plan and strat­

egy will be affected. Certain market disruptions may increase our cost

of borrowing or affect our ability to access one or more financial mar­

kets. Such market disruptions could result from

• adverse economic conditions

• adverse general capital market conditions

• poor performance and health of the utility industry in general

• bankruptcy or financial distress of unrelated energy companies or

Marketers in Georgia

• decreases in the market price of and demand for natural gas

• adverse regulatory actions that affect our local gas distribution

companies

• terrorist attacks on our facilities or our suppliers

Increases in our leverage could adversely affect our competitive

position and financial condition.

An increase in our debt relative to our total capitalization could

adversely affect us by

• increasing the cost of future debt financing

• limiting our ability to obtain additional financing, if we need it,

for working capital, acquisitions, debt service requirements or

other purposes

• making it more difficult for us to satisfy our existing financial

obligations

• requiring us to dedicate a substantial portion of our cash flow from

operations to payments on our debt, which would reduce funds

available to us for operations, future business opportunities or

other purposes

• prohibiting the payment of dividends on our common stock

or adversely impacting our ability to pay such dividends at the

current rate

• increasing our vulnerability to adverse economic and industry

conditions

• limiting our flexibility in planning for, or reacting to, changes in our

business and the industry in which we compete
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Changing rating agency requirements could negatively affect

our growth and business strategy, and a downgrade in our credit

rating could negatively affect our ability to access capital.

S&P, Moody's and Fitch have recently implemented new requirements

for various ratings levels. In order to maintain our current credit ratings

in light of these or future new requirements, we may need to take steps

or change our business plans in ways that may affect our growth and

earnings per share. S&P, Moody's and Fitch currently assign our senior

unsecured debt a rating of BBB+, Baa1 and A, respectively. Our com­

mercial paper currently is rated A-2, P-2 and F-2 by S&P, Moody's and

Fitch, respectively. If the rating agencies downgrade our ratings, par­

ticularly below investment grade, it may significantly limit our access to

the commercial paper market and our borrowing costs would increase.

In addition, we would likely be required to pay a higher interest rate in

future financings and our potential pool of investors and funding

sources would likely decrease.

Additionally, if our credit rating by either S&P or Moody's falls

to non-investment grade status, we will be required to provide addi­

tional support for certain customers of our wholesale business. As of

December 31 , 2004, if our credit rating had fallen below investment

grade, we would have been required to provide collateral of approxi­

mately $20 million to continue conducting our wholesale services

business with certain counterparties.

The use of derivative contracts in the normal course of our busi­

ness could result in financial losses that negatively impact our

results of operations.

We use derivatives, including futures, forwards and swaps, to manage

our commodity and financial market risks. We could recognize finan­

cial losses on these contracts as a result of volatility in the market val­

ues of the underlying commodities or if a counterparty fails to perform

under a contract. In the absence of actively quoted market prices and

pricing information from external sources, the valuation of these finan­

cial instruments can involve management's judgment or use of esti­

mates. As a result, changes in the underlying assumptions or use of

alternative valuation methods could adversely affect the value of the

reported fair value of these contracts.

We depend on cash flow from our operations to pay dividends

on our common stock.

We depend on dividends or other distributions of funds from our sub­

sidiaries to pay dividends on our common stock. Payments of our div­

idends will depend on our subsidiaries' earnings and other business



considerations and may be subject to statutory or contractual obliga­

tions. Additionally, payment of dividends on our common stock is at

the sole discretion of our Board of Directors.

We are vulnerable to interest rate risk with respect to our debt,

which could lead to changes in interest expense.

We are sUbject to interest rate risk in connection with the issuance of

fixed-rate and variable-rate debt. In order to maintain our desired mix

of fixed-rate and variable-rate debt, we use interest rate swap agree­

ments and exchange fixed-rate and variable-rate interest payment

obligations over the life of the arrangements, without exchange of

the underlying principal amounts. See "Quantitative and Qualitative

Disclosures About Market Risk." We cannot assure you that we will be

successful in structuring such swap agreements to effectively manage

our risks. If we are unable to do so, our earnings may be reduced. In

addition, higher interest rates, all other things equal, reduce the earn­

ings that we derive from transactions where we capture the difference

between authorized returns and short-term borrowings.

Our tax rate may be increased and/or tax laws affecting us

can change that may have an adverse impact on our cash flows

and profitability.

The rates of federal, state and local taxes applicable to the industries

in which we operate, which often fluctuate, could be increased by the

respective taxing authorities. In addition, the tax laws, rules and regu­

lations that affect our business could change. Any such increase or

change could adversely impact our cash flows and profitability.

RISKS RELATED TO OUR INDUSTRY

Transporting and storing natural gas involves numerous risks that

may result in accidents and other operating risks and costs.

Our gas distribution activities involve a variety of inherent hazards and

operating risks, such as leaks, accidents and mechanical problems,

which could cause substantial financial losses. In addition, these risks

could result in loss of human life, significant damage to property, envi­

ronmental pollution and impairment of our operations, which in turn

could lead to substantial losses to us. In accordance with customary

industry practice, we maintain insurance against some, but not all, of

these risks and losses. The location of pipelines and storage facilities

near populated areas, including residential areas, commercial busi­

ness centers and industrial sites, could increase the level of damages

resulting from these risks. The occurrence of any of these events not

fully covered by insurance could adversely affect our financial position

and results of operations.
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Natural disasters, terrorist activities and the potential for military

and other actions could adversely affect our businesses.

Natural disasters may damage our assets. The threat of terrorism and

the impact of retaliatory military and other action by the United States

and its allies may lead to increased political, economic and financial

market instability and volatility in the price of natural gas that could

affect our operations. In addition, future acts of terrorism could be

directed against companies operating in the United States, and com­

panies in the energy industry may face a heightened risk of exposure to

acts of terrorism. These developments have subjected our operations

to increased risks. The insurance industry has also been disrupted by

these events. As a result, the availability of insurance covering risks

against which we and our competitors typically insure may be limited.

In addition, the insurance we are able to obtain may have Iligher

deductibles, higher premiums and more restrictive policy terms.

Recent investigations and events involving the energy markets

have resulted in an increased level of public and regulatory

scrutiny in the energy industry and in the capital markets, result­

ing in increased regulation and new accounting standards.

As a result of the bankruptcy and adverse financial condition affect­

ing several entities, particularly the bankruptcy filing by Enron,

recently discovered accounting irregularities of various public com­

panies and investigations by governmental authorities into energy

trading activities, public companies, including particularly those in

the energy industry, have been under an increased amount of public

and regulatory scrutiny. Recently discovered practices and account­

ing irregularities have caused regulators and legislators to review

current accounting practices, financial disclosures and relationships

between companies and their independent auditors. New laws,

such as the Sarbanes-Oxley Act of 2002, and regulations to address

these concerns have been and continue to be adopted, and capital

markets and rating agencies have increased their level of scrutiny.

Costs related to increased scrutiny may have an adverse effect on

our business, financial condition and access to capital markets. In

addition, the FASB or the SEC could enact new accounting stan­

dards that could impact the way we are required to record revenues,

assets and liabilities. These changes in accounting standards could

lead to negative impacts on our reported earnings or increases in

our liabilities.
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COMMODITY PRICE RISK
Wholesale Services

This segment routinely utilizes various types of financial and other instru­

ments to mitigate certain commodity price risks inherent in the natural

gas industry. These instruments include a variety of exchange-traded

and over-the-counter energy contracts, such as forward contracts,

futures contracts, option contracts and financial swap agreements.

The following table includes the fair values and average values of our

energy marketing and risk management assets and liabilities as of

December 31, 2004 and 2003. We base the average values on

monthly averages for the years ended December 31, 2004 and 2003.

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK
We are exposed to risks associated with commodity prices, interest

rates and credit. Commodity price risk is defined as the potential loss

that we may incur as a result of changes in the fair value of a particular

instrument or commodity. Interest rate risk results from our portfolio of

debt and equity instruments that we issue to provide financing and

liquidity for our business. Credit risk results from the extension of credit

throughout all aspects of our business, but is particularly concentrated

at Atlanta Gas Light in distribution operations and in wholesale services.

Our Risk Management Committee (RMC) is responsible for the

overall establishment of risk management policies and the monitoring

of compliance with, and adherence to the terms within these policies,

including approval and authorization levels and delegation of these lev­

els. Our RMC consists of senior executives who monitor commodity

price risk positions, corporate exposures, credit exposures and overall

results of our risk management activities, and is chaired by our chief

risk officer, who is responsible for ensuring that appropriate reporting

mechanisms exist for the RMC to perform its monitoring functions.

Our risk management activities and related accounting treatments are

described in further detail in Note 4.
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We employ a systematic approach to the evaluation and man­

agement of the risks associated with our contracts related to whole­

sale marketing and risk management, including VaR. VaR is defined

as the maximum potential loss in portfolio value over a specified time

period that is not expected to be exceeded within a given degree

of probability. We use a l-day and a 10-day holding period and a

95% confidence interval to evaluate our VaR exposure. A 95% confi­

dence interval means there is a 5% probability that the actual change

in portfolio value will be greater than the calculated VaR value over the

holding period. We calculate VaR based on the variance-covariance

technique. This technigue requires several assumptions for the basis

of the calculation, such as price volatility, confidence interval and hold­

ing period. Our VaR may not be comparable to a similarly titled meas­

ure of another company because, although VaR is a common metric

in the energy industry, there is no established industry standard for

calculating VaR or for the assumptions underlying such calculations.

Our open exposure is managed in accordance with established

policies that limit market risk and require daily reporting of potential

financial exposure to senior management, including the chief risk offi­

cer. Because we generally manage physical gas assets and economi­

cally protect our positions by hedging in the futures markets, our open

exposure is generally minimal, permitting us to operate within relatively

low VaR limits. We employ daily risk testing, using both VaR and

stress testing, to evaluate the risks of our open positions.

Our management actively monitors open commodity positions

and the resulting VaR. We continue to maintain a relatively matched

book, where our total buy volume is close to sell volume, with minimal

open commodity risk. Based on a 95% confidence interval and

employing a l-day and a 10-day holding period for all positions, our

portfolio of positions for the years ended December 31, 2004 and

2003 had the following l-day and 10-day holding period VaRs:
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SouthStar's use of derivatives is governed by a risk management policy created and monitored by its risk management committee which prohibits

the use of derivatives for speculative purposes. This policy also establishes VaR limits of $0.5 million on a i-day holding period and $0.7 million

on a 1O-day holding period. A 95% confidence interval is used to evaluate VaR exposure. The maximum VaR experienced during 2004 was less

than $0.2 million for the i-day holding period and $0.5 million for the 1O-day holding period.

INTEREST RATE RISK

Interest rate fluctuations expose our variable-rate debt to changes in interest expense and cash flows. Our policy is to manage interest expense

using a combination of fixed-rate and variable-rate debt. To facilitate the achievement of desired fixed- to variable-rate debt ratios, AGL Capital

entered into interest rate swaps, whereby it agreed to exchange, at specified intervals, the difference between fixed and variable amounts cal­

culated by reference to agreed-upon notional principal amounts. These swaps are designated to hedge the fair values of $100 million of the

$300 million Senior Notes due 2011, and $75 million of the $150 million principal amount of notes payable to Trusts due in 2041. In March 2004,

we adjusted our fixed- to variable-rate debt obligations and terminated an interest rate swap on $100 million of the $225 million principal amount

of Senior Notes due 2013. More information about our interest rate swaps are shown in the following table:
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CREDIT RISK

Distribution Operations

Atlanta Gas Light has a concentration of credit risk because it bills

only 10 Marketers in Georgia for its services. The credit risk exposure

to Marketers varies with the time of the year, with exposure at its low·

est in the nonpeak summer months and highest in the peak winter

months. Marketers are responsible for the retail sale of natural gas to

end-use customers in Georgia. These retail functions include customer

service, billing, collections, and the purchase and sale of the natural

gas commodity. These Marketers, in turn, bill end-use customers. The

provisions of Atlanta Gas Light's tariff allow Atlanta Gas Light to obtain

security support in an amount equal to a minimum of two times a

Marketer's highest month's estimated bill from Atlanta Gas Light. For

2004, the four largest Marketers based on customer count, one of

which was SouthStar, accounted for approximately 46% of our operat­

ing margin and 61 % of distribution operations' operating margin.

Several factors are designed to mitigate our risks from the

increased concentration of credit that has resulted from deregulation.

In addition to the security support described above, Atlanta Gas Light

bills intrastate delivery service to Marketers in advance rather than

in arrears. We accept credit support in the form of cash deposits,

letters of credit/surety bonds from acceptable issuers and corporate

guarantees from investment-grade entities. The RMC reviews the

adequacy of credit support coverage, credit rating profiles of credit

support providers and payment status of each Marketer on a monthly

basis. We believe that adequate policies and procedures have been

put in place to properly quantify, manage and report on Atlanta Gas

Light's credit risk exposure to Marketers.

Atlanta Gas Light also faces potential credit risk in connection

with assignments to Marketers of interstate pipeline transportation

and storage capacity. Although Atlanta Gas Light assigns this capacity

to Marketers, in the event that a Marketer fails to pay the interstate

pipelines for the capacity, the interstate pipelines would in all likelihood

seek repayment from Atlanta Gas Light. The fact that some of the

interstate pipelines require Marketers to maintain security for their obli­

gations to the interstate pipelines arising out of the assigned capacity

somewhat mitigates this risk.

Wholesale Services

Sequent has established credit policies to determine and monitor the

creditworthiness of counterparties, as well as the quality of pledged

collateral. Sequent also utilizes master netting agreements whenever

possible to mitigate exposure to counterparty credit risk. When we are

engaged in more than one outstanding derivative transaction with the

same counterparty and we also have a legally enforceable netting
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Gross payables

Energy Investments

SouthStar has established the following credit guidelines and risk

management practices for each customer type:
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• SouthStar scores firm residential and small commercial customers

using a national reporting agency and enrolls, without security, only

those customers that meet or exceed SouthStar's credit threshold.

• SouthStar investigates potential interruptible and large commer­

cial customers through reference checks, review of pUblicly avail­

able financial statements and review of commercially available

credit reports.

• SouthStar assigns physical wholesale counterparties an Internal

credit rating and credit limit prior to entering into a physical transac­

tion based on their Moody's, S&P and Fitch rating, commercially

available credit reports and audited financial statements.

Payables with netting

agreements in place:

Counterparty is investment grade

Counterparty is non-investment grade

Counterparty has no external rating

Payables without netting

agreements in place:

Counterparty is investment grade

Counterparty is non-investment grade

Counterparty hasi29..i'.x.~r_~JJ?jirl.9..._

Amount recorded on balance sheet

Receivables with netting

agreements in place:

Counterparty is investment grade

Counterparty is non-investment grade

Counterparty has no external rating

Receivables without netting

agreements in place:

Counterparty is investment grade 16 15 1

Counterparty is non-investment grade 6 6

Counterp~rty has no i'xternalr§1il'lfL - =_ =_

Amount recorded on balance sheet $514 $319 $195

In millions

Gross receivablesagreement with that counterparty, the "net" mark-to-market exposure

represents the netting of the positive and negative exposures with that

counterparty and a reasonable measure of our credit risk. Sequent

also uses other netting agreements with certain counterparties with

whom we conduct significant transactions.

Master netting agreements enable Sequent to net certain

assets and liabilities by counterparty. Sequent also nets across prod­

uct lines and against cash collateral provided the master netting and

cash collateral agreements include such provisions. Additionally,

Sequent may require counterparties to pledge additional collateral

when deemed necessary. We conduct credit evaluations and obtain

appropriate internal approvals for our counterparty's line of credit

before any transaction with the counterparty is executed. In most

cases, the counterparty must have a minimum long-term debt rating

of Baa3 from Moody's and BBB- from S&P. Generally, we require

credit enhancements by way of guaranty, cash deposit or letter of

credit for transaction counterparties that do not meet the minimum

ratings threshold.

Sequent, which provides services to Marketers and utility and

industrial customers, also has a concentration of credit risk as meas­

ured by its 30-day receivable exposure plus forward exposure. As of

December 31 , 2004, Sequent's top 20 counterparties represented

approximately 57% of the total counterparty exposure of $328 million,

derived by adding the top 20 counterparties' exposures divided by

the total of Sequent's counterparties' exposures.

As of December 31 , 2004, Sequent's counterparties, or the

counterparties' guarantors, had a weighted average S&P equivalent

credit rating of A- compared to BBB at December 31, 2003. The S&P

equivalent credit rating is determined by a process of converting the

lower of the S&P or Moody's ratings to an internal rating ranging from

9 to 1, with 9 being equivalent to AAAlAaa by S&P and Moody's and

1 being D or Default by S&P and Moody's. A counterparty that does

not have an external rating is assigned an internal rating based on the

strength of the financial ratios of that counterparty.

To arrive at the weighted average credit rating, each counter­

party's assigned internal rating is multiplied by the counterparty's credit

exposure and summed for all counterparties. That sum is divided by

the aggregate total counterparties' exposures, and this numeric value

is then converted to an S&P equivalent. The following tables show

Sequent's commodity receivable and payable positions as of Decem­

ber 31 , 2004 and 2003:
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STATEMENTS OF CONSOLIDATED INCOME

III millions. except per sitar-e nl110unts 2004

YeClrs 8nclecl Dec8"'Der 31.

20U3 2002

268

274

89

29

660

$103

339

283

91

28

$ 128

$ 9~83~__$~8~7_7

$ 153

$1,832

741

16
- ----------

332 258 217..--- ---------------------- ------------

46 27

(6) 3

__ J"IJlL
__ (71 )_ j7~L Ji3i3)

243 223 161
---- ---------------- - ---"-_..------

90 87 58
- - -- ----------------

153 136 103

(8)

994
377

99
30

_____________ ..... 1.~~ _

Operating revenues

Operating expenses

Cost of gas

Operation and maintenance

Depreciation and amortization

Taxes other than income taxes------_._---

Total operating expenses _

C?~iIl_on sale 0LQmoline Street call1Pu§__

OperatiQg incom_e _

Equity in earnings of SouthStar

Other (loss) income

~inoritYJllterest _

InterestEJ><pense _

~arnings b.EJ1~e inc()rTl-.EJjaxe§ _
Income taxes

------------------------------------------

Income before cumulative effect of change in accounting principle

Cumulative effect of chang~iIl_a~(;2~.!i~JIPtin_g~t>leLnetof $5 ill t=:ax:..ce::..:s'-- _
Net income

$ 2.28 $2.13 $1.82

- ----------- iQ,J2L_
$ 2.28 $ 2.01 $1.82

66.3 63.1 56.1

67.0 63.7 56.6

Weighted average number of common shares outstanding:

Basic

. fully dilutEJcJ__

Basic earnings per common share:

Income before cumulative effect of change in accounting principle $ 2.30 $ 2.15 $1.84

Cumulative effect of change in accounting principle . . . ~L _
Basic earnings per common share $ 2.30 $ 2.03 $1.84

Fully diluted earnings per common share:

Income before cumulative effect of change in accounting principle

_<:;umulatil;'EJeffect ol~hangEJlll aC~JJrl~ng princ~___ __
Fully diluted earnings per common share

See Notes to Consolidal8ci FinanCial SlatelT1enls.
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CONSOLIDATED BALANCE SHEETS - ASSETS

3,390

1,045

$ 17

As of Dec ~~1.

$ 49

As of Dec 31,

2004 2003
--~- ~------

4,615

1,437

514 319

217 65

21 12

~~{~L __~
737 394

29

152 40

320 198

12 12
..-- -.----------------------

332 210

38 13

27 24

24 22

11 11

58 11

1,457 742

Current assets

Cash and cash equivalents

Receivables

Energy marketing

Gas

Other

Less allowance for uncollectible accounts
- -~------------------------

Total receivables

Income tax receivable

Unbilled revenues

Inventories

Natural gas stored underground

Other--------" .

Total inventories

Energy marketing and risk management assets

Unrecovered environmental remediation costs - current portion

Unrecovered pipeline replacement program costs - current portion

Unrecovered seasonal rates

Other current assets

Total current assets

Property, plant and equipment

Property, plant and equipment

Less accumulated depreciation

__F'.r()J)erty-,plan~nd ~g~l[J_rTl~_nt::--nE)t ~_

Deferred debits and other assets

Goodwill

Unrecovered pipeline replacement program costs

Unrecovered environmental remediation costs

Investments in equity interests

Unrecovered postretirement benefit costs

Other

Total deferred debits and other assets
-- .__ .. ----------- -._--"_.. - ------- ------------------ --- ---------

Total assets

354

337

173

14

14

113
- --- -------

~~ _ 1,005 __
$5,640

~.},3~5

184

410

155

101

9
26

885

$3,972
See Noles \0 Consolidated F:-JO!'lcinl Slale,-nents.
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CONSOLIDATED BALANCE SHEETS-LIABILITIES AND CAPITALIZATION

III m,!ilons, except share amounls ---- - - ----- ------

As of Dec 31,

2004

AsofDec31.

2003

19

12
47
78

956

11

569

323

51
102

43

39

945

1...9.<21
$3,972

36

20
12

41

73

242
58

94
63

84

38

30

609

1,623

$ 521
334
207

85
50
37
28

27
23

15
14

---~
1,008

$5,640

$ 329

306
74
82
19

30
21
40

18

17

15
77

136 20
------- -----------------------

____ -----.!....±ZL __J ,048
437 376

Current liabilities

Energy marketing trade payable

Short-term debt

Accounts payable - trade

Accrued pipeline replacement program costs - current portion

Customer deposits

Deferred purchased gas adjustment

Accrued interest

Accrued environmental remediation costs - current portion

Accrued wages and salaries

Energy marketing and risk management liabilities-current portion

Accrued taxes

Current portion of long-term debt

Other current liabilities
- _.._--_._--_ .. _. __ .._------ -----------

Total current liabilities
-_.---_._-_._---------------------

Accumulated deferred income taxes
-------------------

Long-term liabilities

Accrued pipeline replacement program costs

Accrued postretirement benefit costs

Accumulated removal costs

Accrued environmental remediation costs

Accrued pension obligations

Accrued pipeline demand charges

9_til..erJQilg-terrll.Ji§bilitie..§.._____ _ _

___TotaIIQll.g::t~rm Ji<llJi~tie.§. __
Deferred credits

Unamortized investment tax credit

Regulatory tax liability

Other deferred credits
----- .. --

Total deferred credits
--------.-~--------------------------------

Co_mlllitllle!1t_sancj .90ntin9.en~es £;ee_f\J.o!.e 10)

~_ill.Cllj!yi!1_~!E!~L _
Capitalization

Long-term debt

Common shareholders' equity, $5 par value; 750,000,000 shares authorized

(see accompanying statemeil.!sg!..consolidated common shareholcle..rs~_equJty) _

Total capitalization _

Total liabilities and capitalization
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STATEMENTS OF CONSOLIDATED COMMON SHAREHOLDERS' EQUITY

Other S'l2reS Helel

(11 )

332

8

4

1

147

(75)

153

1

137

(70)

137

T0tal

128

103

__J~8)
55

(61)

36

$ - $1,385

In Trees;.uy

and Trust

8

(48)

$ (1)

InCOI1:e

COII,preiler1S~'1e

(70)

153

(61)

128

103

.. 2<2 ---=2-=.6

....llJl...__J:l.~ (1§l) 710

Earnings

ne,tlvestecl

___,_",__. .. __1_9 3_1

__-=-3-=.37,-- _._ --.l4QL_. . 945

6

11

326

105

210

PrelTllUI1l all

Comn~on Stoe";

32

322

289

6.7

11.0

64.5

57.8

57.8

1.2
-- -_._------

76.7

Common Sloe",

Slla~es Amounl

Bala~n~ as of December 31, 2001

Comprehensive income:

Net income

Other comprehensive income (OCI)­

loss resulting from unfunded pension

obligation (net of tax benefit of $31)

Total comprehensive income

Dividends on common stock ($1.08 per share)

Benefit, stock compensation, dividend

reinvestment and stock purchase

plans (net of tax benefit of $1)

Balance as of December 31, 2002

Comprehensive income:

Net income

OCI - gain resulting from unfunded

pension obligation (net of tax of $6)

Unrealized gain from equity investments

hedging activities (net of tax)

Total comprehensive income

Dividends on common stock ($1.11 per share)

Issuance of common shares:

Equity offering on February 14, 2003

Benefit, stock compensation, dividend

reinvestment and stock purchase plans

(net of tax benefit of $2)

E3alance as of December 31, 200~.~ ~__

Comprehensive income:

Net income

OCI-Ioss resulting from unfunded

pension obligation (net of tax benefit of $7)

Unrealized gain from hedging

activities (net of tax of $2)

Other

Total comprehensive income

Dividends on common stock ($1.15 per share)

Issuance of common shares:

Equity offering on November 24, 2004

Benefit, stock compensation, dividend

reinvestment and stock purchase plans

_ln13t()(taxtJElnefit of $5)
Balance as of December 31 , 2004
See Notes to ConSO!rC181ect Fna.'lC181 Statements.
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STATEMENTS OF CONSOLIDATED CASH FLOWS

III mliitons

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash flow provided by operating activities

Depreciation and amortization

Deferred income taxes

Cumulative effect of change in accounting principle

Cash received from equity interests

Equity in earnings of unconsolidated subsidiaries

Gain on sale of Caroline Street campus

Change in risk management assets and liabilities

Changes in certain assets and liabilities

Payables

Environmental remediation costs - net

Inventories

Receivables

Other-net

Net cash flow provided by operating activities

Cash flows from investing activities

Acquisition of NUl, net of cash acquired

Property, plant and equipment expenditures

Acquisition of Jefferson Island

Purchase of Dynegy's 20% ownership interest in SouthStar

Cash received from sale of Caroline Street campus

Sale of US Propane

Cash received from equity interests

Other
~------------------------ -------------

___ f\J~Lcash flo\\f_LJ§edlQill'v'esting§.ctiv~i~§

Cash flows from financing activities

Issuances of senior notes

Equity offering

Sale of treasury shares

Sale of common stock

Dividends paid on common shares

Net payments and borrowings of short-term debt

Distribution to minority interest

Payments of Medium-Term notes

Other
--------- ------------------------------------

Net cash flow provided by (used in) financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginrlirlf!.()!jJeriod _

Cash and cash equivalents at end of period

450
332

36
(75)

(480)
(14)

(82)

167

32
17

- - -------------

$ 49

225

137

19 20

12 6

(70) (53)

(82) 4

(207) (93)

___(~ ill)
_~L (124)

8 1

9 8
- - ------------

$ 17 $ 9

Cash paid during the period for

Interest (net of allowance for funds used during construction)

Income taxes
See Notes 10 Consollclated F1I1anciei Slajer~~ents
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$ 50
27

$ 60
23

$ 73

15



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1
ACCOUNTING POLICIES AND METHODS
OF APPLICATION
GENERAL
AGL Resources Inc. is an energy services holding company that

conducts sUbstantially all its operations through its subsidiaries.

Unless the context requires otherwise, references to "we," "us," "our"

or the "company" are intended to mean consolidated AGL Resources

Inc. and its subsidiaries (AGL Resources). We have prepared the

accompanying consolidated financial statements under the rules of

the Securities and Exchange Commission (SEC).

Our issuance of various securities, including long-term and

short-term debt, is subject to customary approval or authorization by

state and federal regulatory bodies, including state public service com­

missions and the SEC. Furthermore, a substantial portion of our con­

solidated assets, earnings and cash flow is derived from the operation

of regulated utility subsidiaries, whose legal authority to pay dividends

or make other distributions to us is subject to regulation. On April 1,

2004, we received approval from the SEC, under the Public Utility

Holding Company Act of 1935 (PUHCA), for the renewal of our financ­

ing authority to issue securities through April 2007.

BASIS OF PRESENTATION
Our consolidated financial statements as of and for the periods

ended December 31 , 2004 include our accounts, the accounts of

our majority-owned and controlled subsidiaries and the accounts

of variable interest entities for which we are the primary beneficiary.

This means that our accounts are combined with the subsidiaries'

accounts. Certain amounts from prior periods have been reclassified

to conform to the current-period presentation. Any intercompany

profits and transactions between segments have been eliminated in

consolidation; however, intercompany profits are not eliminated when

such amounts are probable of recovery under the affiliates' rate regu­

lation process. On November 30, 2004, we completed our acquisi­

tion of NUl Corporation (NUl); for more information see Note 2.

As of January 1, 2004, our consolidated financial statements

Include the accounts of SouthStar Energy Services LLC (SouthStar),

a variable interest entity of which we are the primary beneficiary.

Prior to January 1, 2004, we accounted for our 70% noncontrolling
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financial ownership interest in SouthStar using the equity method

of accounting. Under the equity method, our ownership interest in

SouthStar was reported as an investment within our consolidated

balance sheets, and our share of SouthStar's earnings was reported

in our consolidated statements of income as a component of other

income. We utilize the equity method to account for and report invest­

ments where we exercise significant influence but do not control and

where we are not the primary beneficiary as defined by Financial

Accounting Standards Board (FASB) Interpretation No. 46, "Consoli­

dation of Variable Interest Entities" (FIN 46). FIN 46 was revised in

December 2003 (FIN 46R); consequently, as of January 1, 2004, we

consolidated all SouthStar's accounts with our subsidiaries' accounts

and eliminated any intercompany balances between segments. For

more discussion of FIN 46R and the impact of its adoption on our

consolidated financial statements, see Note 3.

Our equity method investments generally include entities where

we have a 20% to 50% voting interest. In 2004, our investment in

equity interests was composed of our 50% ownership in Saltville Gas

Storage Company, LLC, a joint venture with a subsidiary of Duke

Energy Corporation to develop a high-deliverability natural gas storage

facility in Saltville, Virginia.

Cash and Cash Equivalents

Our cash and cash equivalents consist primarily of cash on deposit,

money market accounts and certificates of deposit with original matu­

rities of three months or less.

Receivables and Allowance for Uncollectible Accounts

Our receivables consist of natural gas sales and transportation ser­

vices billed to residential, commercial, industrial and other customers.

Customers are billed monthly and accounts receivable are due within

30 days. For the majority of our receivables, we establish an allowance

for doubtful accounts based on our collection experience, On certain

other receivables where we are aware of a specific customer's inability

or reluctance to pay, we record an allowance for doubtful accounts

against amounts due to reduce the net receivable balance to the

amount we reasonably expect to collect. However, if circumstances

change, our estimate of the recoverability of accounts receivable

could be different. Circumstances that could affect our estimates

include, but are not limited to, customer credit issues, the level of nat­

ural gas prices, customer deposits and general economic conditions.

Accounts are written off once they are deemed to be uncollectible.



INVENTORIES

Our gas inventories are accounted for using the weighted average

cost method. Materials and supplies inventories are stated at the

lower of average cost or market. At December 31,2004, Sequent's

natural gas inventory for reservoir and salt dome storage was

recorded on an accrual basis. At December 31, 2004, Sequent's

inventory held under park and loan arrangements was recorded at the

lower of average cost or market. However, for those park and loan

arrangements that are payable or to be repaid at determinable dates

to third parties, the inventory was recorded at fair value.

In Georgia's competitive environment, Marketers-that is, mar­

keters who are certificated by the Georgia Public Service Commission

(Georgia Commission) to sell retail natural gas in Georgia - including

the Atlanta Gas Light Company (Atlanta Gas Light) marketing affiliate

SouthStar, began selling natural gas in 1998 to firm end-use customers

at market-based prices. Part of the unbundling process, which resulted

from deregulation that provides for this competitive environment, is the

assignment to Marketers of certain pipeline services that Atlanta Gas

Light has under contract. Atlanta Gas Light assigns, on a monthly

basis, the majority of the pipeline storage services that it has under

contract to Marketers, along with a corresponding amount of inventory.

PROPERTY, PLANT AND EQUIPMENT

Distribution Operations

Property, plant and equipment expenditures consist of property and

equipment that is in use, being held for future use and under con­

struction. It is reported at its original cost, which includes

• material and labor

• contractor costs

• construction overhead costs

• an allowance for funds used during construction

Property retired or otherwise disposed of is charged to accu­

mulated depreciation.

Wholesale Services, Energy Investments and Corporate

Property, plant and equipment expenditures include property that is in

use and under construction, and is reported at cost. A gain or loss is

recorded for retired or otherwise disposed of property.
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Goodwill

We adopted Statement of Financial Accounting Standards (SFAS)

No. 142, "Goodwill and Other Intangible Assets" (SFAS 142), effective

October 1, 2001. Under SFAS 142, goodwill is no longer amortized.

SFAS 142 further requires an initial goodwill impairment assessment in

the year of adoption and annual impairment tests thereafter. We have

included $354 million of goodwill in our consolidated balance sheets,

of which $157 million is related to our acquisition of NUl in November

2004 (see Note 2 for further details), $176 million is related to our

acquisition of Virginia Natural Gas, Inc. (Virginia Natural Gas) in 2000,

$14 million is related to our acquisition of Jefferson Island Storage &

Hub, LLC (Jefferson Island) in October 2004 and $7 million is related

to our acquisition of Chattanooga Natural Gas Company (Chattanooga

Gas) in 1988

We annually assess goodwill for impairment as of our fiscal year

end and have not recognized any impairment charges for the years

ended December 31 , 2004, 2003 and 2002. We also assess goodwill

for impairment if events or changes in circumstances may indicate an

impairment of goodwill exists. We conduct this assessment principally

through a review of financial results, changes in state and federal leg­

islation and regulation, and the periodic regulatory filings for our regu­

lated utilities.

ACCUMULATED DEFERRED INCOME TAXES

The reporting of our assets and liabilities for financial accounting pur­

poses differs from the reporting for income tax purposes. The principal

differences between net income and taxable income relate to the tim­

ing of deductions, primarily due to the benefits of tax depreciation

since assets are generally depreciated for tax purposes over a shorter

period of time than for book purposes. The tax effects of depreciation

and other differences in those items are reported as deferred income

tax assets or liabilities in our consolidated balance sheets. Investment

tax credits of approximately $20 million were previously deducted for

income tax purposes for Atlanta Gas Light, Chattanooga Gas and

Elizabethtown Gas Company (Elizabethtown Gas), and have been

deferred for financial accounting purposes and are being amortized as

credits to income over the estimated lives of the related properties in

accordance with regulatory requirements.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

REVENUES
Distribution Operations

Revenues are recorded when services are provided to customers.

Those revenues are based on rates approved by the regulatory state

commissions of our utilities.

As required by the Georgia Commission, in July 1998, Atlanta

Gas Light began billing Marketers for each residential, commercial and

industrial customer's distribution costs in equal monthly installments.

As required by the Georgia Commission, effective February 1, 2001,

Atlanta Gas Light implemented a seasonal rate design for the calcula­

tion of each residential customer's annual straight-fixed-variable (SFV)

capacity charge, which is billed to Marketers and reflects the historic

volumetric usage pattern for the entire residential class. Generally, this

change results in residential customers being billed by Marketers for a

higher capacity charge in the winter months and a lower charge in the

summer months. This requirement has an operating cash flow impact

but does not change revenue recognition. As a result, Atlanta Gas

Light continues to recognize its residential SFV capacity revenues for

financial reporting purposes in equal monthly installments.

Any difference between the billings under the seasonal rate

design and the SFV revenue recognized is deferred and reconciled to

actual billings on an annual basis. Atlanta Gas Light had unrecovered

seasonal rates of approximately $11 million as of December 31, 2004

and 2003 (included as current assets in the consolidated balance

sheets), related to the difference between the billings under the sea­

sonal rate design and the SFV revenue recognized.

The Virginia Natural Gas and Chattanooga Gas rate structures

include volumetric rate designs that allow recovery of costs through

gas usage. Revenues from sales and transportation services are rec­

ognized in the same period in which the related volumes are delivered

to customers. Virginia Natural Gas and Chattanooga Gas recognize

sales revenues from residential and certain commercial and industrial

customers on the basis of scheduled meter readings. In addition, rev­

enues are recorded for estimated deliveries of gas, not yet billed to

these customers, from the meter reading date to the end of the

accounting period. These are included in the consolidated balance

sheets as unbilled revenue. For other commercial and industrial cus­

tomers and all wholesale customers, revenues are based upon actual

deliveries to the end of the period.
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The tariffs for Elizabethtown Gas, Virginia Natural Gas and

Chattanooga Gas contain weather normalization adjustments (WNA)

that largely mitigate the impact of unusually cold or warm weather on

customer billings and operating margin. The WNA's purpose is to

reduce the effect of weather on customer bills by reducing bills when

winter weather is colder than normal and increasing bills when

weather is warmer than normal.

Wholesale Services

Wholesale services' revenues are recorded when services are pro­

vided to customers. Intercompany profits from sales between seg­

ments are eliminated in the corporate segment and are recognized as

goods or services sold to end-use customers. Transactions that qual­

ify as derivatives under SFAS No. 133, "Accounting for Derivative

Instruments and Hedging Activities" (SFAS 133), are recorded at fair

value with changes in fair value recorded as revenues in our state­

ments of income.

COST OF GAS

We charge our utility customers for the natural gas they consume

using purchased gas adjustment (PGA) mechanisms set by the state

regulatory agencies. Under the PGA, we defer (that is, include as a

current asset or liability in the consolidated balance sheets and

exclude from the statements of consolidated income) the difference

between the actual cost of gas and what is collected from customers

in a given period. The deferred amount is either billed or refunded to

our customers.

STOCK-BASED COMPENSATION
We have several stock-based employee compensation plans and

account for these plans under the recognition and measurement

principles of Accounting Principles Board (APB) Opinion No. 25,

"Accounting for Stock Issued to Employees" (APB 25), and related

interpretations. For our stock option plans, we generally do not reflect

stock-based employee compensation cost in net income, as options

for those plans had an exercise price equal to the market value of the

underlying common stock on the date of grant. For our stock appre­

ciation rights, we reflect stock-based employee compensation cost

based on the fair value of our common stock at the balance sheet

date since these awards constitute a variable plan under APB 25.



The following table illustrates the effect on our net income and earn­

ings per share had we applied the fair value recognition provisions of

SFAS 123, "Accounting for Stock-Based Compensation" (SFAS 123):

(Tennessee Authority) has authorized a rate of 9.08%. The capital

expenditures of our other regulated utilities do not qualify for

AFUDC treatment.

ALLOWANCE FOR FUNDS USED DURING

CONSTRUCTION (AFUDCj

The applicable state regulatory agencies authorize Atlanta Gas Light,

Elizabethtown Gas and Chattanooga Gas to record the cost of debt

and equity funds as part of the cost of construction projects in our

consolidated balance sheets and as AFUDC in the statements of

consolidated income. The Georgia Commission has authorized a

rate of 9.16%, the New Jersey Board of Public Utilities (NJBPU) has

authorized a rate of 7.60% and the Tennessee Regulatory Authority

DEPRECIATION EXPENSE

Depreciation expense for distribution operations is computed by

applying composite, straight-line rates (approved by the state regula­

tory agencies) to the investment of depreciable property. Excluding the

utilities acquired from NUl, distribution operations' composite straight­

line depreciation rate for depreciable property excluding transportation

equipment was approximately 2.6% during 2004, 2.7% during 2003

and 2.8% during 2002. The composite, straight-line rate for the utili­

ties acquired from NUl was 3.25%. As of May 1,2002, the Georgia

Commission required a decrease of depreciation rates for Atlanta Gas

Light, which decreased depreciation expense by $6 million in 2002

and approximately $10 million annually on a going forward basis. We

depreciate transportation equipment on a straight-line basis over a

period of 5 to 10 years. We compute depreciation expense for other

segments on a straight-line basis over a period of 1 to 35 years.

~J1L___(L'-1,--)_----"='(2)

$ 152 $ 127 $ 101

EARNINGS PER COMMON SHARE
We compute basic earnings per common share by dividing our

income available to common shareholders by the daily weighted aver­

age number of common shares outstanding. Fully diluted earnings per

common share reflect the potential reduction in earnings per common

share that could occur when potentially dilutive common shares are

added to common shares outstanding.

We derive our potentially dilutive common shares by calculating

the number of shares issuable under performance units and stock

options. The future issuance of shares underlying the performance

units depends on the satisfaction of certain performance criteria. The

future issuance of shares underlying the outstanding stock options

depends on whether the exercise prices of the stock options are less

than the average market price of the common shares for the respec­

tive periods. No items are antidilutive. The following table shows the

calculation of our fully diluted earnings per share for the periods

COMPREHENSIVE INCOME

Our comprehensive income includes net income plus other compre­

hensive income (OCI), which includes other gains and losses affecting

shareholders' equity that accounting principles generally accepted in

the United States (GAAP) exclude from net income. Such items con­

sist primarily of unrealized gains and losses on certain derivatives and

minimum pension liability adjustments.

In 2004, our OCI decreased $6 million as a result of an $11 mil­

lion increase in our unfunded pension obligation, net of a $7 million

income tax benefit, which was offset by changes in the fair value of

derivatives designated as cash flow hedges at SouthStar of $4 million.

For more information on SouthStar's derivative financial instruments,

see Note 4.

In 2003, our OCI increased $9 million as a result of an $8 million

decrease in our unfunded pension obligation and $1 million for our

70% ownership interest in SouthStar's unrealized gain associated with

its cash flow hedges. In 2002, our OCI decreased by $48 million, net

of income tax benefit of $31 million, as a result of an increase in our

unfunded pension obligation.

2002

$103

2003

$128

$2.03 $1.84

_$_2.02_$1.80

$2.01 $1.82

$2.00 $1.79

2004

$153

$2.30

___$2.28

$2.28

$2.26

Earnings per share

Basic - as reported

Basic=12ro-!orma __

Fully diluted - as reported

Fully dilu!E3.cJ=J=)rQio~rn9

Net income, as reported

Deduct: Total stock-based employee

compensation expense determined

under fair value based method for

all awards, net of related tax effect

Pro-forma net income
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presented if performance units currently earned under the plan ulti­

mately vest and if stock options currently exercisable at prices below

the average market prices are exercised:

USE OF ACCOUNTING ESTIMATES
The preparation of our financial statements in conformity with GAAP

requires management to make estimates and assumptions that affect

the reported amounts of assets, liabilities, revenues and expenses.

The most significant estimates include our regulatory accounting, the

allowance for doubtful accounts, allowance for contingencies, pipeline

replacement program accruals, environmental liability accruals, unbilled

revenue recognition, pension obligations, derivative and hedging activ­

ities and purchase price allocations. Actual results could differ from

those estimates.

Note 2
ACQUISITIONS
NUl CORPORATION
On November 30, 2004, we acquired all the outstanding shares of

NUl for approximately $218 million, incurred $7 million of transaction

costs and repaid $500 million of NUl's outstanding short-term debt.

At closing, NUl had $709 million in debt and approximately $109 mil­

lion of cash on its balance sheet (including the return of an interest

escrow balance), bringing the net value of the acquisition to approxi­

mately $825 million. In connection with the acquisition, we incurred

$23 million in employee-related restructuring charges, which include

$16 million in severance costs, $4 million in change in control pay­

ments to certain NUl executives and the NUl Board of Directors, and

$3 million of employee retention and relocation costs. The acquisition

significantly expands our existing natural gas utilities, storage and

pipeline businesses.

$ 825

299

612

117

157

(108)

(502)

(207)

(143)

225

Purchase price

Current assets

Property, plant and equipment

Other long-term assets

Goodwill

Current liabilities excluding debt

Short-term debt and capital leases

Long-term debt and capital leases

Other long-term liabilities

~guity .

In millions

The excess of the purchase price over the fair value of the iden­

tifiable net assets acquired of $157 million was allocated to goodwill.

We believe the acquisition resulted in the recognition of goodwill pri­

marily because of the strength of NUl's underlying assets and the

synergies and opportunities in the regulated utilities. Goodwill is not

deductible for income tax purposes.

The table below reflects the unaudited pro-forma results of

AGL Resources and NUl for the years ended December 31 , 2004 and

2003 as if the acquisition and related financing had taken place on

January 1, The pro-forma results are not necessarily indicative of the

results that would have occurred if the acquisition had been in effect

for the periods presented. In addition, the pro-forma results are not

intended to be a projection of future results and do not reflect any

synergies that might be achieved from combining the operations or

We funded the purchase price with a portion of the proceeds

from our November 2004 common stock offering and proceeds from

short-term borrowings under our commercial paper program. Addi­

tionally, NUl Utilities, Inc., a wholly owned subsidiary of NUl, had out­

standing, at closing, $199 million of indebtedness pursuant to Gas

Facility Revenue Bonds and $10 million in capital leases.

Our allocation of the purchase price is preliminary and is subject

to change, The preliminary nature is a result of the timing of the acqUi­

sition, which occurred late in our fourth quarter. The amount currently

allocated to property, plant and equipment represents our estimate of

the fair value of the assets acquired, We based that estimate on a pre­

liminary independent valuation counselor's report, which is expected

to be finalized during the first quarter of 2005, The following table

summarizes the fair values of the assets acquired and liabilities

assumed on November 30, 2004:

0.5

56.1

56.6

2003 2002

0.6

63.7

63.1

0.7

2004

67.0

66.3

Denominator for basic

earnings per share'

Assumed exercise of

potential common shares

Denominator for fully diluted

earnings per share
1 Daily weigi1lec! ave'-age shares OLlIS18;1CI!ng

Illl'ni:lions----------..__._-_._-
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eliminating significant expenses that NUl incurred in its last year of

operations. Our results of operations for 2004 include one month of

the acquired operations of NUl.

Operating revenue

Income before cumulative effect

of change in accounting principle

Net income

Net income Q~rl~lly_dilutEJd share

2004

$2,343

105

105

1.44

2003

$1,630

88

74

1.05

Notes Payable to Trusts and Trust Preferred Securities In

June 1997 and March 2001, we established AGL Capital Trust I and

AGL Capital Trust II (Trusts) to issue our Trust Preferred Securities. The

Trusts are considered to be special purpose entities under FIN 46 and

FIN 46R since

• our equity in the Trusts is not considered to be sufficient to allow the

Trusts to finance their own activities

• our equity investment is not considered to be at risk since the equity

amounts were financed by the Trusts

JEFFERSON ISLAND

We acquired Jefferson Island from American Electric Power in Octo­

ber 2004 for $90 million, which included approximately $9 million of

working gas inventory. We funded the acquisition with a portion of the

net proceeds we received from our November 2004 common stock

offering and borrowings.

Note 3
RECENT ACCOUNTING PRONOUNCEMENTS
ADOPTED IN 2004

FIN 46

FIN 46 requires the primary beneficiary of a variable interest entity's

activities to consolidate the variable interest entity. The primary bene­

ficiary is the party that absorbs a majority of the expected losses

and/or receives a majority of the expected residual returns of the

variable interest entity's activities.

In December 2003, the FASB revised FIN 46, delaying the

effective dates for certain entities created before February 1, 2003,

and making other amendments to clarify application of the guidance.

For potential variable interest entities other than any special purpose

entities, the FASB required FIN 46R to be applied no later than the

end of the first fiscal year or interim reporting period ending after

March 15, 2004. FIN 46R also requires certain disclosures of an entity's

relationship with variable interest entities. We adopted FIN 46R effec­

tive January 1, 2004, resulting in the consolidation of SouthStar's

accounts in our consolidated financial statements and the decon­

solidation of the accounts related to our Trust Preferred Securities.

FIN 46R also requires certain disclosures of an entity's relationship

with variable interest entities.
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Under FIN 46 (prior to the revision in FIN 46R), we concluded

that we were the primary beneficiary of the Trusts because the Trust

Preferred Securities are publicly traded and widely held, and no one

party would absorb a majority of any expected losses of the Trusts.

In addition, our loan agreements with the Trusts include call options

that capture declining interest rates by enabling us to call the preferred

securities at par and thereby capturing the majority of the residual

returns in the Trusts Accordingly, at December 31 , 2003, the accounts

of the Trusts were included in our consolidated financial statements.

The revisions in FIN 46R included specific guidance that instru­

ments such as the call options included in our loan agreements with

the Trusts do not constitute variable interests and should not be con­

sidered in the determination of the primary beneficiary. As a result, as

of January 1, 2004 (when we adopted FIN 46R), we were required to

exclude the accounts of the Trusts from our consolidated financial

statements and to classify amounts payable to the Trusts as "Notes

payable to Trusts" within long-term debt in our consolidated balance

sheets as of December 31 , 2004.

Due to deconsolidation of the Trusts, we included in our con­

solidated balance sheets at December 31, 2004, an asset of approxi­

mately $10 million representing our investment in the Trusts and a

note payable to the Trusts totaling approximately $235 million, net of

an interest rate swap of $3 million. We also removed $222 million

related to the Trust Preferred Securities issued by the Trusts. The

notes payable represent the loan payable to fund our investments in

the Trusts of $10 million and the amounts due to the Trusts from the

proceeds received from their issuances of Trust Preferred Securities

of $222 million.



• Substantially all the entity's activities (for example, purchasing prod­

ucts and additional capital) either involve or are conducted on behalf

of an investor that has disproportionately fewer voting rights.

However, as SouthStar's results of operations and financial con­

dition were material in 2002 and 2003 to our financial results, we pre­

sent below the summarized amounts for 100% of SouthStar. These

results are not comparable with our earnings or losses from SouthStar

in those prior periods, which we reported as other income (loss) in our

statements of consolidated income, as those amounts were reported

based on our ownership percentage.

ISSUED BUT NOT YET ADOPTED IN 2004

In December 2004, the FASB issued SFAS No. 123(R), "Accounting

for Stock Based Compensation" (SFAS 123R). SFAS 123R revises

the guidance in SFAS 123 and supersedes APB 25, and its related

implementation guidance. SFAS 123R focuses primarily on the

accounting for share-based payments to employees in exchange for

services, and it requires a public entity to measure and recognize

compensation cost for these payments. Our share-based payments

are typically in the form of stock option and restricted stock awards.

The primary change in accounting is related to the requirement to

recognize compensation cost for stock option awards that was not

recognized under APB 25.

Compensation cost will be measured based on the fair value

of the equity or liability instruments issued. For stock option awards,

fair value would be estimated using an option pricing model such as

the Black-Scholes model. SFAS 123R becomes effective as of the

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Consolidation of SouthStar In 1998 a joint venture, South-

Star, was formed by our wholly owned subsidiary, Georgia Natural

Gas Company, Piedmont Natural Gas Company, Inc. (Piedmont) and

Dynegy Inc. (Dynegy) to market natural gas and related services to

retail customers, principally in Georgia. SouthStar, which operates

under the trade name Georgia Natural Gas, competes with other

energy marketers, including Marketers in Georgia, to provide natural

gas and related services to customers in Georgia and the Southeast.

In March 2003, we purchased Dynegy's 20% ownership interest in a

transaction that for accounting purposes had an effective date of

February 18, 2003. We currently own a noncontrolling 70% financial

interest in SouthStar and Piedmont owns the remaining 30%. Our

70% interest is noncontrolling because all significant management

decisions require approval by both owners.

In March 2004, we executed an amended and restated part­

nership agreement with Piedmont that calls for SouthStar's earnings

starting in 2004 to be allocated 75% to our subsidiary and 25% to

Piedmont. Consequently, as of January 1, 2004 we consolidated all

SouthStar's accounts with our subsidiaries' accounts and eliminated

any intercompany balances between segments. We recorded Pied­

mont's portion of SouthStar's earnings as a minority interest in our

consolidated statements of income, and we recorded Piedmont's por­

tion of SouthStar's capital as a minority interest in our consolidated

balance sheet. For all periods prior to February 18, 2003, SouthStar's

earnings were allocated based on our 50% ownership interests in

those periods. We determined that SouthStar is a variable interest

entity as defined in FIN 46R because:

• Our equal voting rights with Piedmont are not proportional to our

economic obligation to absorb 75% of any losses or residual returns

from SouthStar.

• SouthStar obtains substantially all its transportation capacity for

delivery of natural gas through our wholly owned subsidiary, Atlanta

Gas Light.

As of December 31,2003, we did not consolidate SouthStar in

our financial statements because it did not meet the definition of a vari­

able interest entity under FIN 46. FIN 46R added the following condi­

tions for determining whether an entity is a variable interest entity:

• The voting rights of some investors are not proportional to their obli­

gations to absorb the expected losses of the entity, their rights to

receive the expected residual returns of the entity, or both.
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Balance sheet

Current assets

Noncurrent assets

Current liabilities

Noncurrent liabilities

In milliCr1S

Income statement

Revenues

Operating margin

Operating income

~lin_c..9m~fr()rncontiQ.uiQ9.operatio_ns_

2003

$746

124

63

63
- - - --------

Dec 31,2003

$174

2

75

2002

$630

115

41

42



first interim or annual reporting period that begins after June 15, 2005,

and therefore we will adopt SFAS 123R in the third quarter of 2005.

We expect to recognize approximately $1 million of compensation

cost during the last six months of 2005 related to our stock option

awards. For a discussion of our stock-based compensation plans

and agreements, see Note 7.

Note 4
RISK MANAGEMENT
Our risk management activities are monitored by our Risk Manage­

ment Committee (RMC). The RMC consists of senior management

and is charged with the review and enforcement of our risk manage­

ment activities. Our risk management policies limit the use of deriva­

tive financial instruments and physical transactions within predefined

risk tolerances associated with pre-existing or anticipated physical

natural gas sales and purchases and system use and storage. We

use the following derivative financial instruments and physical trans­

actions to manage commodity price risks:

• forward contracts

• futures contracts

• options contracts

• financial swaps

• storage and transportation capacity transactions

INTEREST RATE SWAPS

To maintain an effective capital structure, it is our policy to borrow

funds using a mix of fixed-rate debt and variable-rate debt. We have

entered into interest rate swap agreements through our wholly owned

subsidiary, AGL Capital Corporation (AGL Capital), for the purpose of

hedging the interest rate risk associated with our fixed-rate and vari­

able-rate debt obligations. We designated these interest rate swaps

as fair value hedges and accounted for them using the "shortcut"

method prescribed by SFAS 133, which allows us to designate deriv­

atives that hedge exposure to changes in the fair value of a recog­

nized asset or liability. We record the gain or loss on fair value hedges

in earnings in the period of change, together with the offsetting loss

or gain on the hedged item attributable to the risk being hedged. The

effect of this accounting is to reflect in the interest expense line item
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in the statement of consolidated income, only that portion of the

hedge that is ineffective in achieving offsetting changes in fair value.

Accordingly, we adjust the carrying value of each interest rate

swap to its fair value at the end of each period, with an offsetting and

equal adjustment to the carrying value of the debt securities whose

fair value is being hedged. Consequently, our earnings are not affected

negatively or positively with changes in fair value of the interest swaps

each quarter.

In March 2004, we adjusted our fixed- to variable-rate obliga­

tions and terminated an interest rate swap on $100 million of the prin­

cipal amount of our 4.45% Senior Notes due 2013. Additionally, as

of March 31, 2004 and in connection with the deconsolidation of the

Trusts, we redesignated the interest rate swaps on the Trust Preferred

Securities as a fair value hedge of our notes payable to Trusts.

As of December 31 , 2004, a notional principal amount of

$175 million of these agreements effectively converted the interest

expense associated with a portion of our senior notes and notes

payable to Trusts from fixed rates to variable rates based on an inter­

est rate equal to the London Interbank Offered Rate (L1BOR), plus a

spread determined at the swap date. The fair value of these interest

rate swaps was recorded as an asset of $1 million at December 31 ,

2004 and a liability of $4 million at December 31 , 2003. For more

information on the effective rates and maturity dates of our interest

rate swaps, see Note 8.

In the third quarter of 2004, in anticipation of our $250 million

Senior Note offering, we executed two treasury lock derivative instru­

ments totaling $200 million to hedge our exposure to the potential

increase in interest rates. These derivative instruments locked in a

10-year U.S. treasury rate of 4.45%. The rate on the 10-year treasury

notes declined subsequent to the execution of these instruments and

the pricing of our senior notes was set on a U.S. treasury rate of 4.81 %.

As a reSUlt, we terminated these derivative instruments and made an

$8 million settlement payment to our counterparties, which we will

amortize over the next 10 years through interest expense. The termi­

nation added approximately 30 basis points to the interest rate of our

6% Senior Notes.
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COMMODITY-RELATED DERIVATIVE INSTRUMENTS

Elizabethtown Gas

Certain derivatives are utilized by Elizabethtown Gas for nontrading

purposes to hedge the impact of market fluctuations on assets, liabili­

ties and other contractual commitments. Pursuant to SFAS 133. such

derivative products are marked-to-market each reporting period. Pur­

suant to regulatory requirements, realized gains and losses related to

such derivatives are reflected in purchased gas costs and included in

billings to customers. Unrealized gains and losses are reflected as a

regulatory asset (loss) or liability (gain), as appropriate, on the consoli­

dated balance sheet. As of December 31, 2004, Elizabethtown Gas

had entered into New York Mercantile Exchange (NYMEX) futures con­

tracts to purchase 9.7 billion cubic feet (Bcn of natural gas at equiva­

lent prices ranging from $3.609 to $8.291 per thousand cubic feet.

Approximately 84% of these contracts have a duration of one year or

less, and none of these contracts ex1end beyond October 2006.

Sequent Energy Management, L,P, (Sequent)

We are exposed to risks associated with changes in the market price

of natural gas. Sequent uses derivative financial instruments to reduce

our exposure to the risk of changes in the prices of natural gas. The

fair value of these derivative financial instruments reflects the estimated

amounts that we would receive or pay to terminate or close the con­

tracts at the reporting date, taking into account the current unrealized

gains or losses on open contracts. We use ex1ernal market quotes and

indices to value substantially all the financial instruments we utilize.

We attempt to mitigate substantially all the commodity price risk

associated with Sequent's gas storage portfolio by locking in the eco­

nomic margin at the time we enter into gas purchase transactions for

our storage gas. We purchase gas for storage when the current mar­

ket price we pay to buy gas plus the cost to store the gas is less than

the market price we could receive in the future, resulting in a positive

net profit margin. We use futures NYMEX contracts and other over­

the-counter derivatives to sell gas at that future price to substantially

lock in the profit margin we will ultimately realize when the stored gas

is actually sold. These futures contracts meet the definition of a deriv­

ative under SFAS 133 and are recorded at fair value in our consoli­

dated balance sheets, with changes in fair value recorded in earnings

in the period of change The purchase, storage and sale of natural gas

are accounted for on an accrual basis rather than on the mark-to­

market basis we utilize for the derivatives used to mitigate the
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commodity price risk associated with our storage portfolio. This differ­

ence in accounting will result in volatility in our reported net Income,

even though the economic margin is essentially unchanged from the

date the transactions were consummated.

At December 31, 2004, our commodity-related derivative finan­

cial instruments represented purchases (long) of 521 Bcf and sales

(short) of 550 Bel with approximately 93% of these scheduled to

mature in less than two years and the remaining 7% in three to nine

years. Excluding the cumulative effect of a change in accounting prin­

ciple in 2003, our unrealized gains were $22 million in 2004, $1 million

in 2003 and $4 million in 2002.

SouthStar

The commodity-related derivative financial instruments (futures,

options and swaps) used by SouthStar manage exposures arising

from changing commodity prices. SouthStar's objective for holding

these derivatives is to utilize the most effective methods to reduce or

eliminate the impacts of changing commodity prices. A significant

portion of SouthStar's derivative transactions are designated as cash

flow hedges under SFAS 133. Derivative gains or losses arising from

cash flow hedges are recorded in OCI and are reclassified into earn­

ings in the same period as the settlement of the underlying hedged

item. Any hedge ineffectiveness, defined as when the gains or losses

on the hedging instrument do not perfectly offset the losses or gains

on the hedged item, is recorded in our cost of gas on our consoli­

dated income statement in the period in which it occurs. SouthStar

currently has only minimal hedge ineffectiveness.

SouthStar's remaining derivative instruments do not meet the

hedge criteria under SFAS 133; therefore, changes in the fair value of

these derivatives are recorded in earnings in the period of change. At

December 31,2004, the fair values of these derivatives were reflected

in our consolidated financial statements as an asset of $9 million and

a liability of $2 million. The maximum maturity of open positions is less

than one year and represents purchases and sales of 8 Bel.

CONCENTRATION OF CREDIT RISK

Atlanta Gas Light

Concentration of credit risk occurs at Atlanta Gas Light for amounts

billed for services and other costs to its customers, which consist of

10 Marketers in Georgia. The credit risk exposure to Marketers varies

seasonally, with the lowest exposure in the nonpeak summer months

and highest exposure in the peak winter months. Marketers are



Our regulatory assets are recoverable through either rate riders

or base rates specifically authorized by a state regulatory commission.

Base rates are designed to provide both a recovery of cost and a

return on investment during the period rates are in effect. As such,

NoteS
REGULATORY ASSETS AND LIABILITIES
We have recorded regulatory assets and liabilities in our consolidated

balance sheets in accordance with SFAS No. 71, "Accounting for the

Effects of Certain Types of Regulation" (SFAS 71). Our regulatory

assets and liabilities, and associated liabilities for our unrecovered

pipeline replacement program (PRP) costs and unrecovered environ­

mental remediation costs, are summarized in the table below:

2003

Dec 31

3

5

$639

$432

179

9

11

$361

200

14

11

5

2

20

$613

$ 94 $102

20 19

37 30

14 15

18 3

____183 l~9

Dec 31,

2004
.--------

Regulatory liabilities

Accumulated removal costs

Unamortized investment tax credit

Deferred PGA

Regulatory tax liability

Other______ .•__0_. _

_ Iotal regulatory liabilities

Associated liabilities

PRP costs 327 405

Environmental remediation costs 90 83
----------- _._---" ...------------------- -----

Total associated liabilities 417 488._----------_ ..._-----------~

Total regulatory and associated liabilities $600 $657

In'llilliQ;lS

Regulatory assets

Unrecovered pipline replacement

program (PRP) costs

Unrecovered environmental remediation costs

Unrecovered postretirement benefit costs

Unrecovered seasonal rates

Unrecovered PGA

Regulatory tax asset

Other
-~---------- ------

Total regulatory assets

Sequent

A concentration of credit risk exists at Sequent for amounts billed

for services it provides to marketers and to utility and industrial cus­

tomers. This credit risk is measured by 30-day receivable exposure

plus forward exposure, which is highly concentrated in 20 of its cus­

tomers. Sequent evaluates its counterparties using the Standard &

Poor's Ratings Services (S&P) equivalent credit rating, which is deter­

mined by a process of converting the lower of the S&P or Moody's

Investors Service (Moody's) rating to an internal rating ranging from

9.00 to 1.00, with 9.00 being equivalent to AANAaa by S&P and

Moody's and 1.00 being equivalent to D or Default by S&P and

Moody's. A counterparty that does not have an external rating is

assigned an internal rating based on the strength of its financial ratios.

The weighted average credit rating is obtained by multiplying

each counterparty's assigned internal rating by the counterparty's

credit exposure and the individual results are then summed for all

counterparties. That total is divided by the aggregate total counterpar­

ties' exposure. This numeric value is converted to an S&P equivalent.

At December 31,2004, Sequent's top 20 counterparties represented

approximately 57% of the total counterparty exposure of $328 million,

derived by adding the top 20 counterparties' exposures and dividing

by the total of Sequent's counterparties' exposures. Sequent's coun­

terparties or the counterparties' guarantors had a weighted average

S&P equivalent of an A- rating at December 31, 2004.

Sequent has established credit policies to determine and

monitor the creditworthiness of counterparties, as well as the quality

of pledged collateral. When we are engaged in more than one out­

standing derivative transaction with the same counterparty and we

also have a legally enforceable netting agreement with that counter­

party, the "net" mark-to-market exposure represents the netting of

the positive and negative exposures with that counterparty and a rea­

sonable measure of our credit risk. Sequent also uses other netting

agreements with certain counterparties with whom we conduct sig­

nificant transactions.

responsible for the retail sale of natural gas to end-use customers in

Georgia. These retail functions include customer service. billing. col­

lections, and the purchase and sale of natural gas. Atlanta Gas Light's

tariff allows it to obtain security support in an amount equal to a mini­

mum of two times a Marketer's highest monthly invoice.
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all our regulatory assets are subject to review by the respective state

regulatory commission during any future rate proceedings. In the

event that the provisions of SFAS 71 were no longer applicable, we

would recognize a write-off of net regulatory assets (regulatory assets

less regulatory liabilities) that would result in a charge to net income,

which would be classified as an extraordinary item. However, although

the gas distribution industry is becoming increasingly competitive, our

utility operations continue to recover their costs through cost-based

rates established by the state regulatory commissions. As a result, we

believe that the accounting prescribed under SFAS 71 remains appro­

priate. It is also our opinion that all regulatory assets are recoverable in

future rate proceedings, and therefore, we have not recorded any reg­

ulatory assets that are recoverable but are not yet included in base

rates or contemplated in a rate rider.

All the regulatory assets included in the table above are

included in base rates except for the unrecovered PRP costs, unre­

covered environmental remediation costs and deferred PGA, which

are recovered through specific rate riders. The rate riders that author­

ize recovery of unrecovered PRP costs and the deferred PGA include

both a recovery of costs and a return on investment during the recov­

ery period. We have two rate riders that authorize the recovery of

unrecovered environmental remediation costs. The environmental

remediation cost rate rider for Atlanta Gas Light only allows for recov­

ery of the costs incurred and the recovery period occurs over the five

years after the expense is incurred. Environmental remediation costs

associated with the investigation and remediation of Elizabethtown

Gas' remediation sites located in the state of New Jersey are recov­

ered under a Remediation Adjustment Clause and include the carrying

cost on unrecovered amounts not currently in rates.

The regulatory liabilities are refunded to ratepayers through a rate

rider or base rates. If the regulatory liability is included in base rates, the

amount is reflected as a reduction to the rate base in setting rates.

PIPELINE REPLACEMENT PROGRAM

The PRP, ordered by the Georgia Commission to be administered by

Atlanta Gas Light, requires, among other things, that it replace all bare

steel and cast iron pipe in its system in the state of Georgia within a

10-year period, beginning October 1, 1998. Atlanta Gas Light identi­

fied, and provided notice to the Georgia Commission of, 2,312 miles
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of pipe to be replaced. Atlanta Gas Light has subsequently identified

an additional 188 miles of pipe subject to replacement under this pro­

gram. If Atlanta Gas Light does not perform in accordance with this

order, it will be assessed certain nonperformance penalties. October 1,

2004 marked the beginning of the seventh year of the 1O-year PRP.

The order also provides for recovery of all prudent costs incurred

in the performance of the program, which Atlanta Gas Light has

recorded as a regulatory asset. Atlanta Gas Light will recover from end­

use customers, through billings to Marketers, the costs related to the

program net of any cost savings from the program. All such amounts

will be recovered through a combination of SFV rates and a pipeline

replacement revenue rider. The regulatory asset has two components:

• the costs incurred to date that have not yet been recovered through

the rate rider

• the future expected costs to be recovered through the rate rider

Atlanta Gas Light has recorded a long-term regulatory asset of

$337 million, Which represents the expected future collection of both

expenditures already incurred and expected future capital expendi­

tures to be incurred through the remainder of the program. Atlanta

Gas Light has also recorded a current asset of $24 million, which rep­

resents the expected amount to be collected from customers over the

next 12 months. The amounts recovered from the pipeline replace­

ment revenue rider during the last three years were

• $28 million in 2004

• $15 million in 2003

• $8 million in 2002

As of December 31 , 2004, Atlanta Gas Light had recorded a

current liability of $85 million, representing expected program expendi­

tures for the next 12 months. Atlanta Gas Light anticipates that its

capital expenditures for the PRP will end by June 30, 2008, unless we

agree with the Georgia Commission to an extension of the program.

Atlanta Gas Light capitalizes and depreciates the capital

expenditure costs incurred from the PRP over the life of the assets.

Operation and maintenance costs are expensed as incurred. Recov­

eries, which are recorded as revenue, are based on a formula that

allows Atlanta Gas Light to recover operation and maintenance costs

in excess of those included in its current base rates, depreciation

expense and an allowed rate of return on capital expenditures. In the

near term, the primary financial impact to Atlanta Gas Light from the



PRP is reduced cash flow from operating and investing activities,

as the timing related to cost recovery does not match the timing of

when costs are incurred. However, Atlanta Gas Light is allowed the

recovery of carrying costs on the under-recovered balance resulting

from the timing difference.

ENVIRONMENTAL REMEDIATION COSTS

We are subject to federal, state and local laws and regulations gov­

erning environmental quality and pollution control. These laws and

regulations require us to remove or remedy the effect on the environ­

ment of the disposal or release of specified substances at current and

former operating sites.

Atlanta Gas Light

The presence of coal tar and certain other byproducts of a natural

gas manufacturing process used to produce natural gas prior to the

1950s has been identified at or near 13 former operating sites in

Georgia and Florida. Atlanta Gas Light has active environmental reme­

diation or monitoring programs in effect at 10 sites. Two of three sites

in Florida and one Georgia site are currently in the preliminary investi­

gation or engineering design phase. The required soil remediation at

our Georgia sites is scheduled to be completed by June 2005. As of

December 31, 2004, Atlanta Gas Light's remediation program was

approximately 78% complete.

Atlanta Gas Light has historically reported estimates of future

remediation costs for these former sites based on probabilistic models

of potential costs. These estimates are reported on an undiscounted

basis. As cleanup options and plans mature and cleanup contracts

are entered into, Atlanta Gas Light is increasingly able to provide con­

ventional engineering estimates of the likely costs of many elements at

its former sites. These estimates contain various engineering uncer­

tainties, and Atlanta Gas Light continuously attempts to refine and

update these engineering estimates.

Our current engineering estimate projects costs associated

with Atlanta Gas Light's engineering estimates and in-place contracts

to be $36 million. This is a reduction of $30 million from last year's

estimate of projected engineering and in-place contracts, which

resulted from $50 million of program expenditures incurred in the

year ended September 30,2004. During the same 12-month period
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Atlanta Gas Light realized increases in its future cost estimates total­

ing $20 million related to

• an increase in the contract value at its Augusta, Georgia site for treat­

ment of two areas and additional deep excavation of contaminants

• the addition of harbor sediment removal at its St. Augustine,

Florida site

• an increase at its Savannah, Georgia site for phase 2 excavation and

a partially offsetting decrease in engineering and oversight costs

• an increase in the program management costs due to legal matters,

environmental regulatory activities and oversight costs for the exten­

sion of work at the Savannah and Augusta sites

The engineering estimate was $66 million in 2003, which was

a reduction of $43 million from the 2002 estimate. The decrease

was a result of $37 million of program expenditures incurred in the

year ended September 30, 2003 and a $6 million reduction in future

cost estimates. For those remaining elements of Atlanta Gas Light's

environmental remediation program where it is unable to perform

engineering cost estimates at the current state of investigation,

considerable variability remains in the estimates for future remedia­

tion costs. For these elements, the estimate for the remaining cost

of future actions at these former operating sites is $14 million.

Atlanta Gas Light estimates certain other costs related to adminis­

tering the remediation program and remediation of sites currently in

the investigation phase. Through January 2006, Atlanta Gas Light

estimates the administrative costs to be $2 million.

For those sites currently in the investigation phase, Atlanta Gas

Light's estimate for remediation is $9 million. This estimate is based on

preliminary data received during 2004 with respect to the existence of

contamination at those sites. Atlanta Gas Light's range of estimates

for these sites is $4 million to $15 million. Atlanta Gas Light has

accrued $9 million as this is its best estimate at this phase of the

remediation process.

The liability does not include other potential expenses, such as

unasserted property damage claims, personal injury or natural resource

damage claims, unbudgeted legal expenses, or other costs for which

Atlanta Gas Light may be held liable but with respect to which it cannot

reasonably estimate the amount. The liability also does not include cer­

tain potential cost savings as described above. As of December 31 ,
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2004, the remediation expenditures expected to be incurred over the

next 12 months are reflected as a current liability of $27 million. Atlanta

Gas Light's environmental remediation cost liability is composed of the

following elements:

Dec 31, Dec 31.

In 1T'.:IliQIlS 2004 2003 2004 IJS. 2003
- -- ----- - -------

Projected engineering estimates

and in-place contracts' $36 $66 $(30)

Estimated future remediation costs' 14 15 (1 )

Administrative expenses' 2 3 (1 )

Other expenses' 9 10 (1 )

Cash payments for

· c1eanJ:lp.~!p~ditures_"_ ___.ill __ .11..11 6

Environmental remediation cost liability $56 $ 83 $(27)
1 As of Seple,-nber 30. 2004 and Seaterr10er 30. 2003.

2 For tile ~'especllve calendar ye2t"s.

'ExQendllul"f~S dur-ing tile Lnree 1"0011ths ended December 31. 2004 811d December 31,2003.

The environmental remediation cost liability is included in a cor­

responding regulatory asset, which is a combination of accrued envi­

ronmental remediation costs and unrecovered cash expenditures for

investigation and cleanup costs. Atlanta Gas Light has three ways of

recovering investigation and cleanup costs. First, the Georgia Com­

mission has approved an environmental remediation cost recovery

rider. It allows recovery of the costs of investigation, testing, cleanup

and litigation. Because of that rider, these actual and projected future

costs related to investigation and cleanup to be recovered from cus­

tomers in future years are included in our regulatory assets. The envi­

ronmental remediation cost recovery mechanism allows for recovery

of expenditures over a five-year period subsequent to the period in

which the expenditures are incurred. Atlanta Gas Light expects to col­

lect $27 million in revenues over the next 12 months under the envi­

ronmental remediation cost recovery rider, which is reflected as a

current asset. The amounts recovered from the recovery rider during

the last three years were

• $25 million in 2004

• $23 million in 2003

• $17 million in 2002

The second way to recover costs is by exercising the legal

rights Atlanta Gas Light believes it has to recover a share of its costs

from other potentially responsible parties, typically former owners or

operators of these sites. There were no material recoveries from

potentially responsible parties during 2004, 2003 or 2002.
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The third way to recover costs is from the receipt of net profits

from the sale of remediated property. In June 2004, a residential and

retail development located in Savannah, Georgia and adjacent to a

former remediation site was sold, resulting in a gain of $6 million. All

gains on sales of remediated property are required to be shared 70%

with ratepayers through a reduction to the regulatory asset. Conse­

quently, the unrecovered environmental remediation costs were

reduced by approximately $4 million.

Elizabethtown Gas

In New Jersey, Elizabethtown Gas is currently conducting remedial

activities with oversight from the New Jersey Department of Environ­

mental Protection. Although the actual total cost of future environmental

investigation and remediation efforts cannot be estimated with precision,

the range of reasonably probable costs is from $30 million to $116 mil­

lion. As of December 31 , 2004, we recorded a liability of $30 million,

as this is the best estimate at this phase of the remediation process.

Elizabethtown Gas' prudently incurred remediation costs for

the New Jersey properties have been authorized by the NJBPU to be

recoverable in rates through its Remediation Adjustment Clause. As

a result, Elizabethtown Gas has recorded a regulatory asset of approxi­

mately $34 million, inclusive of interest, as of December 31, 2004,

reflecting the future recovery of both incurred costs and future remedia­

tion liabilities in the state of New Jersey. Elizabethtown Gas has also

been successful in recovering a portion of remediation costs incurred

in New Jersey from its insurance carriers and continues to pursue

additional recovery. As of December 31,2004, the variation between

the amounts of the environmental remediation cost liability recorded on

the consolidated balance sheet and the associated regulatory asset

results from expenditures for environmental investigation and remedia­

tion exceeding recoveries from ratepayers and insurance carriers.

Other

We also own a former NUl remediation site in Elizabeth City, North

Carolina, which is subject to an order by the North Carolina Depart­

ment of Energy and Natural Resources. We do not have precise esti­

mates for the cost of investigating and remediating this site, although

preliminary estimates for these costs range from $4 million to $16 mil­

lion. As of December 31, 2004, we have recorded a liability of $4 mil­

lion related to thiS site. There is another site in North Carolina where

investigation and remediation is probable, although no regulatory order

exists and we do not believe costs associated with this site can be rea­

sonably estimated. In addition, there are as many as six other sites with

which NUl had some association, although no basis for liability has



been asserted. We do not believe that costs to investigate and remedi­

ate these sites, if any, can be reasonably estimated at this time.

With respect to these costs we are currently pursuing or intend

to pursue recovery from ratepayers, former owners and operators and

insurance carriers. Although we have been successful in recovering a

portion of these remediation costs from our insurance carriers, we are

not able to express a belief as to the success of additional recovery

efforts. We are working with the regulatory agencies to prudently man­

age our remediation costs so as to mitigate the impact of such costs

on both ratepayers and shareholders.

Note 6
EMPLOYEE BENEFIT PLANS
PENSION BENEFITS

We sponsor two defined benefit retirement plans (Retirement Plan)

for our eligible employees, the AGL Resources Inc. Retirement Plan

(AGL Retirement Plan) and NUl Corporation Retirement Plan (NUl

Retirement Plan). A defined benefit plan specifies the amount of

benefits an eligible participant eventually will receive using informa­

tion about the participant.

We generally calculate the benefits under the AGL Retirement

Plan based on age, years of service and pay. The benefit formula for

the Retirement Plan is a career average earnings formula for partici­

pants other than those participants who were employees as of July 1,

2000, and who were at least 50 years of age as of that date. We uti­

lize a final average earnings benefit formula for participants who were

both employees and over age 50 as of July 1, 2000, and will continue

to utilize the final average earnings benefit formula for such partici­

pants until June 2010, at which time we will convert those Retirement

Plan participants to a career average earnings formula.

NUl has a qualified noncontributing defined benefit retirement

plan that covers substantially all its employees, other than Florida City

Gas Company (Florida Gas) union employees, who participate in a union­

sponsored mUlti-employer plan. Pension benefits are based on the num­

ber of years of credited service and on final average compensation.

Effective with our acquisition of NUl, we now administer the NUl

Retirement Plan. Throughout 2005, we will maintain existing benefits

for NUl employees, including participation in the NUl Retirement Plan.

Beginning in 2006, eligible nonunion participants in the NUl Retire­

ment Plan will become eligible to participate in the AGL Retirement
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Plan. Currently, participants of the NUl Retirement Plan have the

option of receiving a lump sum distribution upon retirement, which is

not permitted under the AGL Retirement Plan. However, the option to

receive a lump sum payment will be provided for all benefits earned

through Deoember 31,2005. The fOllowing tables present details

about our pension plans:

AGL Rellrement Plan

Dec 31, Dec 31. NUl Relil'erne:ll Pian

In millions 2004 2003 ___ ,_____ Dec3~~j
----- .-------------_... -

Change in benefit obligation

Benefit obligation

at beginning of year $314 $290 $144

Service cost 5 4

Interest cost 19 19

Actuarial loss 21 20

Benefits paid (19) (19) _, ____11)
Benefit obligation at end of year $340 $314 $144

Change in plan assets

Fair value of plan assets

at beginning of year $259 $208 $108

Actual return on plan assets 26 48 4

Employer contribution 13 22

Benefits paid (19) (19) ,j1)
Fair value of plan assets

at end of year $279 $259 $111

Funded status

Plan assets less benefit

obligation at end of year $ (61) $ (55) $ (33)

Unrecognized net loss 108 95

Unrecognized priQl:,~e_rvJf"benefit __J1.11 (12) -.@
Accrued pension cost $ 36 $ 28 $ (36)

Amounts recognized in

the statement of financial

position consist of

Prepaid benefit cost $ 43 $ 34 $ -
Accrued benefit liability (7) (7) (36)

Accumulated OCI j84l. __16(3)----- ~ ... - ------------------

Net amount recognized

at end of year $ (48) $ (39) $ (36)
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The following table indicates our weighted average assump­

tions used to determine benefit obligations at the balance sheet date:

AGL Retirement PISll

Dec 31 , Dec 31, NUl Retirement Pla:l

In rllilllC:1S 2004 2003 Dec 31, 2004
----------------------------- - ----- ----

The accumulated benefit obligation (ABO) for our retirement

plan and other information for our pension plans are indicated in the

following tables:

AGL Retlrer":lent PI'"tl

Dec 31, Dec 31. NUl Ret:reillent Pla'l

2004 ~(J03 Dec 31, 2004

5.8%

8.5%

4.0%

Dec 31, NUl Retllemell1 Plan

__ 2003 ~e~ ~~,_ ?E~~_

Dec 31,

2004

Acluel A1lccaI.O:l on a We:gnted Average Basis

AGL Retirement Pan NUl Retirement P:an

2004 2003 2004.._._~-------

71% 67% 72%

25 30 28

3

1 3
------_ ..-

40%-85%

25%-50%

0%-10%

0%-10%

Target Range

A!:ccalion of Assets

AGL Ret;rernent Plan

Equity

Fixed income

Real estate

and other

Cash

Our Retirement Plan's weighted average asset allocations at

December 31 , 2004 and 2003 and our target asset allocation ranges

are as follows:

Discount rate 6.3% 6.8%

Expected return on plan assets 8.8% 8.8%

Rate of compensation i0crease 4~.-'.0-'.°1c.c..0_ 4.5%

As of December 1, 2004, the discount rate used to determine

NUl's opening balance sheet benefit obligation was 5.8%. This dis­

count rate was also utilized to determine net periodic benefit cost for

the month of December 2004. The following table presents the

weighted average assumptions used to determine net periodic benefit

cost at the beginning of the period, which was January 1, for the AGL

Retirement Plan.

1

(1 )

$ -

$

$144

118

111

(14)

$ 4
19

(22)

(1 )

2

$ 2

$314

298

259

18

$340

327

279

$ 5

19

(23)

(1 )

5

$ 5

Projected benefit obligation

ABO

Fair value of plan assets

Increase (decrease) in minimum

~i1ity included in OCI

Components of net

periodic benefit cost

Service cost

Interest cost

Expected return on plan assets

Net amortization

8ec~gnized actuarial (gain) loss

Net annual pension cost

We consider a number of factors in the determination and

selection of our assumptions of the overall expected long-term rate

of return on plan assets. We consider the historical long-term return

experience of our assets, the current and expected allocation of our

plan assets as well as expected long-term rates of return. We derive

these expected long-term rates of return with the assistance of our

investment advisors and generally base these rates on a 10-year

horizon for various asset classes, our expected investments of plan

assets and active asset management as opposed to investment in

a passive index fund. We base our expected allocation of plan assets

on a diversified portfolio consisting of domestic and international

equity securities, fixed income, real estate, private equity securities

and alternative asset classes.

Discount rate

R9:~_of compensCl!i()_nirlc~~~e ..

5.8% 6.3%

4.0% 4.5%

5.8%

4.0%
The Retirement Plan Investment Committee (the Committee) is

appointed by our Board of Directors and is responsible for overseeing

the investments of the Retirement Plan. Further, we have an Investment

Policy (the PoliCY) for the Retirement Plan, which has a goal to pre­

serve the Retirement Plan's capital and maximize investment earnings

in excess of inflation within acceptable levels of capital market volatility.

To accomplish this goal, the Retirement Plan assets are actively man­

aged with the objective of optimizing long-term return while maintaining

a high standard of portfolio quality and proper diversification.

The Policy's risk management strategy establishes a maximum

tolerance for risk in terms of volatility to be measured at 75% of the

volatility experienced by the S&P 500. We will continue to more

broadly diversify the Retirement Plan to minimize the risk of large

losses in a single asset class. The Policy's permissible investments

include domestic and international equities (including convertible

securities and mutual funds), domestic and international fixed income
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(corporate and U.S. government obligations), cash and cash equIva­

lents and other suitable investments. The asset mix of these permissi­

ble investments is maintained within the Policy's target allocations as

included in the table above. but the Committee can establish different

allocations between various classes and/or investment managers in

order to better achieve expected investment results.

Equity market performance and corporate bond rates have a

significant effect on our reported unfunded ABO, as the primary fac­

tors that drive the value of our unfunded ABO are the assumed dis­

count rate and the actual return on plan assets. Additionally, equity

market performance has a significant effect on our market-related

value of plan assets (MRVPA), which is a calculated value and differs

from the actual market value of plan assets. The MRVPA recognizes

the differences between the actual market value and expected market

value of our plan assets and is determined by our actuaries using a

five-year moving weighted average methodology. Gains and losses on

plan assets are spread through the MRVPA based on the five-year

moving weighted average methodology, which affects the expected

return on plan assets component of pension expense.

Our employees do not contribute to the Retirement Plan. We

fund the plan by contributing at least the minimum amount required

by applicable regulations and as recommended by our actuary. We

calculate the amount of funding using an actuarial method called the

projected unit credit cost method. However, we may also fund the

Retirement Plan in excess of the minimum required amount. We

expect to make a $1 million contribution to the pension plans in 2005.

POSTRETIREMENT BENEFITS

We sponsor two defined benefit postretirement health care plans for

our eligible employees, tr,e AGL Resources Inc. Postretirement Health

Care Plan (AGL Postretirement Plan) and the NUl Corporation Post­

retirement Health Care Plan (NUl Postretirement Plan). Eligibility for

these benefits is based on age and years of selvice.

The NUl Postretirement Plan provides certain medical and den­

tal health care benefits to retirees, other than retirees of Florida City

Gas Company, depending on their age, years of service and start

date. The health care plans are contributory and NUl funded a portion

of these future benefits through a Voluntary Employees' Beneficiary
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Association. Effective July 2000, NUl no longer offers postretirement

benefits other than pensions for any new hires. In addition, NUl

capped its share of costs at $500 per participant, per month for

retirees under age 65, and at $150 per participant, per month for

retirees over age 65. Effective with our acquisition of NUl, we acquired

the NUl Postretirement Plan. Beginning in 2006, eligible participants in

the NUl Postretirement Plan will become eligible to participate in the

AGL Postretirement Plan.

The AGL Postretirement Plan covers all eligible AGL Resources

employees who were employed as of June 30, 2002, if they reach

retirement age while working for us. In addition, the state regulatory

commissions have approved phase-ins that defer a portion of other

postretirement benefits expense for future recovery. We recorded a

regulatory asset of $14 million as of December 31 , 2004 and $9 mil­

lion as of December 31, 2003. In addition, we recorded a regulatory

liability of $2 million as of December 31 , 2004 and $2 million as of

December 31, 2003.

Effective December 8,2003, the Medicare Prescription Drug,

Improvement and Modernization Act of 2003 (Medicare Prescription

Drug Act) was signed into law. This act provides for a prescription

drug benefit under Medicare (Part D) as well as a federal subsidy to

sponsors of retiree health care benefit plans that provide a benefit that

is at least actuarially equivalent to Medicare Part D.

Effective July 2004, the AGL Postretirement Plan was amended

to remove prescription drug coverage for Medicare-eligible retirees,

effective January 1, 2006. Certain grandfath.ered NUl retirees partici­

pating in the NUl Postretirement Plan will continue receiving a pre­

scription drug benefit for some period of time.

The AGL Postretirement Plan's accumulated postretirement

benefit obligation decreased by approximately $24 million and net

annual cost decreased by $2 million due to the elimination of pre­

scription drug coverage for Medicare-eligible retirees. The 2004 net
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periodic postretirement benefit cost reflects both the plan amend­

ment to remove prescription drug coverage under the AGL Post­

retirement Plan, described above, and the federal subsidy for NUl

grandfathered retirees. The following tables present details about

our postretirement benefits:

Dec 31, Dec 31, PosL~el,relT1el)t Plan

_~~~ 200~J ~~~-'--2~~4

$ - $ - $-

(44) (51) (14)

------ --------- ---- -------

$ (44) $ (51) $(14)

5.8%

2.0%

5.8%

2004

2004

$-

$-

6.3%

2003

5.8%

2004

Discount rate 6.3% 6.8%

Expected retum on plan assets 8.8% 8.8%

,-,Ra::cte,-,o",f c",o",m-,-,p",e-cn",s""at"-io,,,n-,-,,-incre__a=-s",e_~_---,4C".0=-o,-,Yo,-----,4. 5%

Discount rate
---- --------

NUl

AGL Postrel!'el11enl P:a.n Posl'elrleme:1[ Plan

2004 2003 2004
------------

The following table presents our weighted average assumptions

used to determine net periodic benefit cost:

The following table presents our weighted average assump­

tions used to determine benefit obligations at the beginning of the

period, which was January 1 for the AGL Postretirement Plan and

December 1 for the NUl Postretirement Plan:

NUl

AGL postrellrel11ell! Plan Pcstletl:e!~'ent Pla'l

NUl

AGL Pos[r-eIIIBment P:e.n Pos!r-elirelnen[ Plan

~~~ .. _2_00_4 ~_ ___,2_,_,OO,,_3_

We consider the same factors in the determination and selec­

tion of our assumptions of the overall expected long-term rate of

retum on plan assets as those considered in the determination and

selection of the overall expected long-term rate of retum on plan

assets for our Retirement Plan. For purposes of measuring our

The following table presents details on the components of our

net periodic benefit costs at the balance sheet data:

Service cost $ 1 $ 1

Interest cost 7 8

Expected retum on plan assets (3) (3)

Amortization of transition amount (2)

~r11QrtLzation ()f regulatory assilL 1__ 2

Net periodic postretirement

benefit cost $ 4 $ 8

NUl

$(14)

$(14)

$ 9

$ 9

$ 23

$ 23$134 $129

1 1

7 8

(24)

(12) 6

(8) (10)

$ 98 $134

$ 44 $ 38

5 8

8 8

(8) (10)

$ 49 $ 44

$ (49) $ (90)

30 44

1 1

(26) (6)

$ (44) $ (51)

Amounts recognized in

the statement of financial

position consist of

Prepaid benefit cost

Accrued benefit liability

Accumulated oel
Net amount recognized

at end of year

Funded status

ABO in excess of plan assets

Unrecognized loss

Unrecognized transition amount

Unrecognized prior service

cost (benefit)

Accrued benefit cost

Change in plan assets

Fair value of plan assets

at beginning of year

Actual return on plan assets

Employer contribution

Benefits paid

Fair value of plan assets

at end of year

Change in benefit obligation

Benefit obligation

at beginning of year

Service cost

Interest cost

Plan amendments

Actuarial loss

Benefits paid

Benefit obligation at end of year

In ::,.dllon5
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accumulated postretirement benefit obligation, the assumed pre­

Medicare and post-Medicare health care inflation rates are as follows:

Health care costs trend

assumed for next year 11.3% 10.0% 11.3% 12.0%

Rate to which the cost

trend rate gradually declines 2.5% 5.0% 2.5% 5.0%

Year that the rate reaches

the ultimate trend rate 2006 2010 2006 2011
-_._---~-

AGL Postrelire:~erll Plan

Pre-Medicare Cost Post-tvleclicsre Cost

ASSLIMed 1-le<::illl Care CosI

Trend Rates at DecE""Jer 31.

ASSU''18Ci He811h C,Ye Cost

Trelld Rates at Dece:'lbe:' 31,

(pre--65 year's old)

2004 2003

(post- 65 years old)

2004 2003

NUl Poslrel;re""8",t Pia~l

2004

Our investment policies and strategies, including target alloca­

tion ranges, are similar to those of our Retirement Plan. We fund the

plan annually, and retirees contribute 20% of medical premiums, 50%

of the medical premium for spousal coverage and 100% of the dental

premium. Our postretirement benefit plan's weighted average asset

allocations for 2004. 2003 and 2002 and our target asset allocation

ranges are as follows:

Target As:;el

~~I~C?n Ra1lges_ 2004 2003
------------ ----

Equity 40%-85% 67% 59%

Fixed income 25%-50% 32% 40%

Real estate and other 0%-10% -% -%

Cash 0%-10% 1% 1~G
---------------------- -------------- ------- -----------

. Tile~e I/'Jere '10 ,T1aLer-,al 2,'llQunl::; fo~ l~e NUl Posl'et 'erne'll benefit obllg211on 01 nl~resl r.osls

The following table presents expected benefit payments cover­

ing the periods 2005 through 2014 for our qualified pension plans and

postretirement health care plans. There will be benefit payments under

these plans beyond 2014.

Assumed health care cost trend rates have a significant effect

on the amounts reported for our health care plans. A one-percentage­

point change in the assumed health care cost trend rates would have

the following effects:

AGL Resources' Plans NUl's P,H1S
--------_._._- .

For tile year 811der, Dec 31, Postret,remen[ Poslr-etirenlen\

In ,nil lions Pension Plan Hea:lh Care Plans Pensiotl Pial) Hea;lI) Cal-e Plalls
--- ----------- ----------

2005 $ 19 $ 8 $17 $2

2006 18 7 8 2

2007 18 7 8 2

2008 18 7 9 2

2009 19 7 9 2

2010-2014 101 34 61 9

We also sponsor the Nonqualified Savings Plan (NSP), an

unfunded, nonqualified plan similar to the RSP. The NSP provides an

opportunity for eligible employees who could reach the maximum

contribution amount in the RSp, to contribute additional amounts for

retirement savings. Our contributions to the NSP were not significant.

Effective December 1, 2004, all NUl employees who were par­

ticipating in NUl's qualified defined contribution benefit plan were eligi­

ble to participate in the RSP, and those who were participants in NUl's

nonqualified defined contribution plan became eligible to participate

in the NSP.

• $5 million in 2004

• $4 million in 2003

• $4 million in 2002

EMPLOYEE SAVINGS PLAN BENEFITS

We sponsor the Retirement Savings Plus Plan (RSP), a defined

contribution benefit plan that allows eligible participants to make

contributions up to specified limits to its account. Under the RSP,

we made matching contributions to participant accounts in the fol­

lowing amounts:

$(1)

~6)

9.0%

5.0%

2008

6

$1

Ol1e- percentage-oolnl

Increase Decl-ease

Effect on total of service

and interest cost"

Effect on accumulated

jJos!retirelTlentbelle!it~l2~Qa!i()n

In :ntllic'lS

Health care costs trend assumed for next year

Rate to which the cost trend rate gradually declines

Year that the rate reaches the ultimate trend rate
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 7
STOCK-BASED COMPENSATION PLANS
EMPLOYEE STOCK-BASED COMPENSATION PLANS
AND AGREEMENTS
We currently sponsor the following stock-based compensation plans:

• The Long-Term Incentive Plan (LTIP) provides for grants of perform­

ance units, restricted stock and incentive and nonqualified stock

options to key employees. The LTIP currently authorizes the issuance

of up to 7.9 million shares of our common stock.

• A predecessor plan, the Long-Term Stock Incentive Plan (LTSIP),

provides for grants of restricted stock, incentive and nonqualified

stock options and stock appreciation rights (SARs) to key employ­

ees. Following shareholder approval of the LTIp, no further grants

have been made under the LTSIP

• The Officer Incentive Plan (Officer Plan) provides for grants of non­

qualified stock options and restricted stock to new-hire officers. The

Officer Plan authorizes the issuance of up to 600,000 shares of our

common stock.

• SARs have been granted to key employees under individual agree­

ments that permit the holder to receive cash in an amount equal

to the difference between the fair market value of a share of our

common stock on the date of exercise and the SAR base value.

A total of 26,863 SARs currently are outstanding.

• We amended the Non-Employee Directors Equity Compensation

Plan (Directors Plan), in which all nonemployee directors participate,

to eliminate the granting of stock options effective December 2002.

As a result, the Directors Plan now provides solely for the issuance

of restricted stock. It currently authorizes the issuance of up to

200,000 shares of our common stock.

The following table summarizes activity for key employees and

nonemployee directors related to grants of stock options:

Number of We!~llted Aver"age

Ootions E.",erCise Price

Outstanding - Decemb.§f~1"_2001 3,587,501 $20.06

Granted 988,564 21.49

Exercised (785,853) 19.28

E9_r!.~~Q. __~________ (156,255) 21.59

OU~§'I2Q!r:!9 - Decem_~~~1, 2002 3,633,957j20.55

Granted 939,262 26.76

Exercised (863,112) 20.08

_Fo_rfe_ite_d__ _ u __u_____ (199,137) 22.00

Outs.tandlr~fI.-=-gecember31,2003 3,510,970 _ $22.25

Granted 103,900 29.72

Exercised (1,050,053) 20.90

~~eite~ u • •• (390,7451.__ 22.44

Outstanding - December 31 , 2004 2,174,072 $23.23

Information about outstanding and exercisable options as of

December 31, 2004 is as follows:

Options Oulslandl:lg Options EX8r"Clssole

Weighted Aver"age

NurnDwof Rer1a,nlng COlltl actual Welgntecl Avere.ge Nurnberof Wel911tecl Aver"a.ge

Range of Exel'C'se Pnces Options Life (In years) Exer"Clse Price OO\lons ExerCise Price

$13.75 to $17.49 2,199 5.0 $16.99 2,199 $16.99

$17.50 to $19.99 201,640 3.8 $1885 199,973 $18.84

$20.00 to $24.10 1,164,156 5.5 $21.23 1,126,827 $21.17

$24.11 to $30.00 751,936 84 $26.97 325,737 $26.91

$30.01 to $34.00 54,141 6.2 $31.07 3,524 $31.20

Outstanding - December 31, 2004 2,174,072 6.4 $23.23 1,658,260 $22.04
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Summarized below are outstanding options that are

fully exercisable:

Exercisable - December 31 , 2002

Exercisable - December 31 , 2003

El'~c:Lsable- December ~1~~QCJ~

Weighted Average

Nu('~ber of Opllons ExerCise PnCE:
------------

2,483,756 $20.07

2,154,877 $20.47

____ 1,~~260__ $22.~4

INCENTIVE AND NONQUALIFIED STOCK OPTIONS

We grant incentive and nonqualified stock options at the fair market

value on the date of the grant. The vesting of incentive options is sub­

ject to a statutory limitation of $100,000 per year under Section 422A

of the Internal Revenue Code. Otherwise, nonqualified options gener­

ally become fUlly exercisable not earlier than six months after the date

of grant and generally expire 10 years after that date.

Our stock-based employee compensation plans are accounted

for under the recognition and measurement principles of APB 25 and

related interpretations. For our stock option plans, we generally do not

reflect stock-based employee compensation cost in net income, as

options for those plans had an exercise price equal to the market value

of the underlying common stock on the date of grant. For our stock

appreciation rights, we reflect stock-based employee compensation

cost based on the fair value of our common stock at the balance sheet

date since these awards constitute a variable plan under APB 25.

In accordance with the fair value method of determining com­

pensation expense, we utilized the Black-Scholes pricing model and

the estimate below for the years ended December 31, 2004, 2003

and 2002:

2004 2CC3 2C02
--------- --------- ------_ .._-----

Expected life (years) 7 7 7

Interest rate 3.7% 3.8% 4.6%

Volatility 16.9% 19.2% 19.2%

Dividend yield 3.9% 4.2% 5.0%

E§i!' valu_e.9!()!J!Lons 9i?nted ___ ____!.3.J2. _~~JE3 $2.92

Participants realize value from option grants or SARs only to the

ex1ent that the fair market value of our common stock on the date of

exercise of the option or SAR exceeds the fair market value of the

common stock on the date of the grant. The compensation costs that

have been charged against income for performance units, restricted

stock and other stock-based awards were $7 million in 2004, $8 mil­

lion in 2003 and $2 million in 2002.
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PERFORMANCE UNITS

In general, a performance unit is an award to receive an equal num­

ber of shares of company common stock or an equivalent value of

cash subject to the achievement of certain pre-established perform­

ance criteria.

In February 2002, we granted to a select group of executives a

total of 1.5 million in performance units with a performance measure­

ment period that ended December 31, 2004. The amount actually

earned would be based on the highest average closing price of our

common stock over any 10 consecutive trading days during the per­

formance measurement period and could range from a minimum of

10% to 100% of the granted units. The performance units were sub­

ject to certain transfer restrictions and forfeiture upon termination of

employment. In addition, during a portion of the performance meas­

urement period, performance units were eligible for dividend credits

based on vested performance units. Of the 1.5 million units that were

granted, only 1 million units were eligible for vesting at December 31 ,

2004. Upon vesting, the performance units were payable in shares of

our common stock, provided, however, at the election of the partici­

pant, up to 50% was payable in cash.

At December 31, 2004, based on the highest average closing

price over any 10 consecutive trading days during the performance

measurement period, only 18.31 % of units were vested, representing

an aggregate of 198,000 units, including accrued dividends. These

units were valued at our closing stock price on December 31, 2004

of $33.24 per unit representing a value of $6.6 million. The total value

of the awards in the amount of $6.6 million was paid out as follows:

• $2.6 million paid in cash

• $2.8 million withheld to cover applicable taxes

• 35,342 shares of common stock with an approximate value of

$1.2 million
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In November 1999, we granted performance units that vested

in September 2002. Based on performance achievement and the

accrual of dividend credit, a total of 10,254 shares of common stock

were issued to the participants. We did not grant performance units in

2004 or 2003.

RESTRICTED STOCK AWARDS

Restricted stock awards generally are subject to some vesting restric­

tions. We awarded restricted stock, net of forfeitures, to key employ­

ees and nonemployee directors in the following amounts:

STOCK APPRECIATION RIGHTS

We grant SARs, which are payable in cash, at fair market value on the

date of grant. SARs generally become fully exercisable not earlier than

12 months after the date of grant and generally expire six years after

that date. We recognize the intrinsic value of the SARs as compensa­

tion expense over the vesting period. Compensation expense for

2004 and 2003 was immaterial. The following table summarizes activ­

ity related to grants of SARs:

DIRECTORS PLAN

Under the Directors Plan, each nonemployee director receives an

annual retainer that has an aggregate value of $60,000 At the election

of each director, the annual retainer is paid in cash (with a $30,000

limit) and/or shares of our common stock or is deferred and invested

in common stock equivalents under the 1998 Common Stock Equiva­

lent Plan for Non-Employee Directors. Upon initial election to our

Board of Directors, each nonemployee director receives 1,000 shares

of common stock on the first day of service.

Outs!.§rlcJi~g asof De~~rnJ2.E?r 01,~Q(J_2 __~1,.2_~__~3.50

Issued 45,790 $24.30

Exercised (17,718) 23.50

Forfeited J9,3§Cl)_ ... _23.:99

QLJ!standin.g~of Dec~mbeL:32...?_OQ:3. __ 159,95'7___ $23.10

Issued $
Exercised (60,262) 23.70

Eq,r!~~(L ___J7b832L_~Q

Outstanding as of December 31 , 2004 26,863 $24.24

2004 2003 2002
~--

51,300 244,128 30,000

8,727 12,152 1,410

60,027 256,280 31,410

In addition, 104,000 of the 256,280 shares awarded to selected

employees in 2003 vested in 2004. The remaining nonvested shares

were contingent upon our achievement of selected cash flow perform­

ance measures over the one·year performance measurement period.

Recipients were entitled to vote and receive dividends on stock

awards. The shares were subject to certain transfer restrictions and are

forfeited upon termination of employment, absent a change of control.

EMPLOYEE STOCK PURCHASE PLAN

We have established the Employee Stock Purchase Plan (ESPP), a

nonqualified employee stock purchase plan for eligible employees.

Under the ESPP, employees may purchase shares of our common

stock during quarterly intervals at 85% of fair market value. Employee

contributions under the ESPP may not exceed $25,000 per employee

during any calendar year. The ESPP currently allows for the purchase

of 600,000 shares. As of December 31 , 2004, our employees have

purchased 73,254 shares leaving 526,746 shares available for pur­

chase. The ESPP was adopted by our Board in 2001 , with an initial

term of four years that expired January 31 , 2005. Our Board of Direc­

tors approved an amendment to the ESPP, subject to shareholder

approval at the next annual meeting of shareholders, to extend the

term of the ESPP for a 10-year period effective January 31, 2005.

More information about the ESPP is presented below:

Weighted average fair

value at.year end

Employees

I:L~t:J§mployee directors

Total

Weighted Average

Exercise PnceNumber of SARs

2004 2003 200:2
-- - --- --------

Shares purchased on

the open market 35,789 24,871 12,594

Average per share

purchase price $ 25.20 $ 22.08 $ 23.22

Purchase price .cJisco~!.Qa~d__$159,144 $97,400 $44,024
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Interest Ra1e as of

Note 8
FINANCING

Outstanding as of:

___~e-':_3~~_2~O~ De_c~,~004 ~~~~:29~

Short-term debt

Commercial paper'

Current portion of long-term debt

Sequent line of credit

Current portion of CCi[)ital !§!?~E!~

Total short-term debt'

Long-term debt - net of current portion

Medium-Term notes

Series A

Series B

Series C

Senior notes

Gas facility revenue bonds, net of unamortized issuance costs

Notes payable to Trusts

Trust Preferred Securities

Capital leases

AGL Capital interest rate swaps

Total long-term debt;

Total short-term and long-term debt'
T'l8 dal'y weig1lled avera.ge I-ate was 1.6?,Q fOr' 2COtl al1(i 1.3')'0 foI- 2003.

~ The dally v'!eig~lled average rale was 2.0~·[1 for 2C04 2nd 1.6% for 20C3.

Tne welgnted ave:age liller-est '-ale excludes capJalleases Ollt 'ncl~lcl8S Inter'8s1 rate swaos, rapollcal)ie

SHORT- TERM DEBT

Our short-term debt at December 31,2004 and 2003 was composed

of borrowings under our commercial paper program, which consisted

of short-term, unsecured promissory notes with maturities ranging

from 3 to 56 days, Atlanta Gas Light's Medium-Term notes with matu­

rities within one year, current portions of our capital lease obligations,

Sequent's line of credit and SouthStar's line of credit.

Commercial Paper

In September 2004, we amended our credit facility that supports our

commercial paper program (Credit Facility). Under the terms of the

amendment, the Credit Facility has been extended from May 26,

2007 to September 30, 2009. The aggregate principal amount avail­

able under the Credit Facility has been increased from $500 million

to $750 million and the cost of borrowing has been decreased rela­

tive to the prior credit agreements. In addition, our option to increase

the aggregate cumulative principal amount available for borrowing on
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2005 2.5% $ 314 $ 303

77

2005 2.5 18 3

2005 4.9 2
-------- ------

2.5% $ 334 $ 383

2021 9.1% $ 30 $ 30

2012-2022 8.3-8.7 61 61

2014-2027 6.6-7.3 117 122

2011-2013 4.5-7.1 975 525

2022-2033 1.9-6.4 199

2037-2041 8.0-8.2 232

2037-2041 222

2013 4.9 8

2011-2041 3.6-5.2 1 BJ----------- --------- .. ----~-----

6.0% $1,623 $ 956

5.4% $1,957 $1,339

not more than one occasion during each calendar year during the

term of the Credit Facility has been increased from $200 million to

$250 million.

Sequent Line of Credit

In June 2004, Sequent's $25 million unsecured line of credit was

extended to July 2005. This unsecured line of credit is used solely for

the posting of exchange deposits and is unconditionally guaranteed

by us. This line of credit bears interest at the federal funds effective

rate plus 0.5%.

SouthStar Line of Credit

In April 2004, SouthStar amended its $75 million revolving line of

credit, which is used to meet seasonal working capital needs. South­

Star's line of credit is scheduled to expire In April 2007 and is not

guaranteed by us. At December 31, 2004, there were no amounts

outstanding under this facility.
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LONG-TERM DEBT
Our long-term debt matures more than one year from the date of

issuance and consists of Medium-Term notes Series A, Series Band

Series C, which we issued under an indenture dated December 1,

1989, Senior Notes, Gas Facility Revenue Bonds, notes payable to

Trusts and capital leases. The notes are unsecured and rank on parity

with all our other unsecured indebtedness. Our annual maturities of

long-term debt are as follows:

• no maturities in 2005-2010

• $1,623 million in 2011 and beyond

Senior Notes

In February 2001 , we issued $300 million of Senior Notes with a

maturity date of January 14, 2011. These Senior Notes have an

interest rate of 7.125% payable on January 14 and July 14, begin­

ning July 14, 2001. The proceeds from the issuance were used to

refinance a portion of the existing short-term debt under the com­

mercial paper program.

In March 2003, we entered into interest rate swaps of $100 mil­

lion to effectively convert a portion of the fixed-rate interest obligation

on the $300 million in Senior Notes Due 2011 to a variable-rate obli­

gation. We pay floating interest each January 14 and July 14 at six­

month UBOR plus 3.4%. The effective variable interest rate at

December 31, 2004 was 5.2%. These interest rate swaps expire Jan­

uary 14, 2011, unless terminated earlier. For more information on our

interest rate swaps, see Note 4.

In July 2003, we issued $225 million in Senior Notes with a

maturity date of April 15, 2013. The Senior Notes have an interest rate

of 4.45% payable on April 15 and October 15 of each year, beginning

October 15, 2003 with interest accruing from July 2, 2003. We used

the net proceeds from the Senior Notes to repay approximately

$204 million of Medium-Term notes as well as approximately $20 mil­

lion of short-term debt.

In September 2004, we issued $250 million in Senior Notes

with a maturity of October 1, 2034. The Senior Notes have an interest

rate of 6.00% payable on April 1 and October 1 of each year, begin­

ning April 1, 2005 with interest accruing from September 27, 2004.

In December 2004, we issued $200 million in Senior Notes with

a maturity of January 15, 2015. The Senior Notes have an interest rate

of 4.95% payable on January 15 and July 15 of each year, beginning
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July 15, 2005 with interest accruing from December 20, 2004. We

used the net proceeds from both of the senior notes issuances in

2004 to repay commercial paper borrowings and for general corpo­

rate purposes.

The trustee with respect to all of the above-referenced senior

notes is the Bank of New York Trust Company, NA, pursuant to an

indenture dated February 20, 2001. We fully and unconditionally guar­

antee all our senior notes.

Gas Facility Revenue Bonds

NUl Utilities, Inc., a wholly owned subsidiary of NUl, had outstanding

at closing $200 million of indebtedness pursuant to Gas Facility Rev­

enue Bonds. We do not guarantee or provide any other form of secu­

rity for the repayment of this indebtedness. NUl Utilities is party to a

series of loan agreements with the New Jersey Economic Develop­

ment Authority (NcIEDA) pursuant to which the NclEDA has issued four

series of Gas Facility Revenue Bonds:

• $46 million of bonds at 6.35%, due October 1, 2022

• $20 million of bonds at 6.4%, due October 1, 2024

• $39 million of bonds at variable rates, due June 1, 2026

(Variable Bonds)

• $55 million of bonds at 5.7%, due June 1,2032

• $40 million of bonds at 5.25%, due November 1, 2033

The Variable Bonds contain a provision whereby the holder can

"put" the bonds back to the issuer. In 1996, NUl Utilities executed a

long-term Standby Bond Purchase Agreement (SBPA) with a syndi­

cate of banks, which was amended and restated on June 12, 2001.

Under the terms of the SBPA, as further amended, The Bank of New

York Trust Company, NA (Bank of New York) is obligated under cer­

tain circumstances to purchase Variable Bonds that are tendered by

the holders thereof and not remarketed by the remarketing agent.

Such obligation of the Bank of New York would remain in effect until

the expiration of the SBPA, unless it is extended or earlier terminated.

The terms of the SBPA restrict the payment of dividends by

NUl Utilities to an amount based, in part, on the earned surplus of NUl

Utilities. On May 19, 2004, NUl Utilities and the Bank of New York

amended the SBPA to eliminate the effect of NUl Utilities' settlement

with the NJBPU and the estimated refunds to customers in Florida on

the earned surplus of NUl Utilities. In addition, the amendment

extended the expiration date of the SBPA to June 29, 2005.



If the SBPA is not further extended beyond June 29, 2005,

in accordance with the terms of the Variable Bonds, all the Variable

Bonds would be subject to mandatory tender at a purchase price of

100% of the principal amount, plus accrued interest, to the date of

tender, In such case, any Variable Bonds that are not remarketable by

the remarketing agent will be purchased by the Bank of New York,

Beginning six months after the expiration or termination of the

SBPA, any Variable Bonds still held by the bank must be redeemed or

purchased by NUl Utilities in 10 equal, semi-annual installments. In

addition, while the SBPA is in effect, any tendered Variable Bonds that

are purchased by the bank and not remarketed within one year must

be redeemed or purchased by NUl Utilities at such time, and every six

months thereafter, in 10 equal, semi-annual installments,

As of December 31, 2004, the aggregate principal and

accrued interest on the outstanding Variable Bonds totaled approxi­

mately $39 million. Principal and any unpaid interest on the outstand­

ing Variable Bonds are due on June 1, 2026, unless the put option

is exercised before that time,

Notes Payable to Trusts

In June 1997, we established AGL Capital Trust I (Trust I), a Delaware

business trust, of which AGL Resources owns all the common voting

securities. Trust I issued and sold $75 million of 8.17% capital securi­

ties (liquidation amount $1 ,000 per capital security) to certain initial

investors, Trust I used the proceeds to purchase 8,17% Junior Subor­

dinated Deferrable Interest Debentures issued by us, Trust I capital

securities are subject to mandatory redemption at the time of the

repayment of the junior subordinated debentures on June 1, 2037, or

the optional prepayment by us after May 31, 2007.

In March 2001, we established AGL Capital Trust II (Trust II), a

Delaware business trust, of which AGL Capital owns all the common

voting securities. In May 2001, Trust II issued and sold $150 million of

8.00% capital securities (liquidation amount $25 per capital security).

Trust II used the proceeds to purchase 8.00% Junior Subordinated

Deferrable Interest Debentures issued by us. The proceeds from the

issuance were used to refinance a portion of our existing short-term

debt under the commercial paper program. Trust II capital securities

are subject to mandatory redemption at the time of the repayment of

the junior subordinated debentures on May 15, 2041, or the optional

prepayment by AGL Capital after May 21 , 2006, Additionally we

entered into interest rate swaps to effectively convert a portion of

the fixed-rate interest obligation on our notes payable to Trusts to a

variable-rate obligation, The effective variable interest rate at Decem­

ber 31, 2004 was 3.6%. For more information on our interest rate

swaps, see Note 4.
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The trustee is the Bank of New York with respect to the 8,17%

capital securities pursuant to an indenture dated June 11, 1997, and

with respect to the 8,00% capital securities pursuant to an indenture

dated May 21 , 2001. We fully and unconditionally guarantee all our

Trusts' obligations for the capital securities.

Other Preferred Securities

As of December 31, 2003, we had 10,0 million shares of authorized,

unissued Class A Junior Participating Preferred Stock, no par value,

and 10.0 million shares of authorized, unissued preferred stock, no

par value.

Capital Leases

Our capital leases consist primarily of a sale/leaseback transaction

completed in 2002 by Florida Gas related to its gas meters and other

equipment and will be repaid over 11 years. Pursuant to the terms of

the lease agreement, Florida Gas is required to insure the leased

equipment during the lease term. In addition, at the expiration of the

lease term, Florida Gas has the option to purchase the leased meters

from the lessor at their fair market value.

DEFAULT EVENTS

Our Credit Facility financial covenants and the PUHCA require us to

maintain a ratio of total debt to total capitalization of no greater than

70%, Our debt instruments and other financial obligations include pro­

visions that, if not complied with, could require early payment, addi­

tional collateral support or similar actions, Our most important default

events include

• a maximum leverage ratio

• minimum net worth

• insolvency events and nonpayment of scheduled principal

or interest payments

• acceleration of other financial obligations

• change of control provisions

We do not have any trigger events in our debt instruments that

are tied to changes in our specified credit ratings or our stock price

and have not entered into any transaction that requires us to issue

equity based on credit ratings or other trigger events, We are currently

in compliance with all existing debt provisions and covenants.
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Note 9
COMMON SHAREHOLDERS' EQUITY
SHAREHOLDER RIGHTS PLAN

On March 6, 1996, our Board of Directors adopted a Shareholder

Rights Plan. The plan contains provisions to protect our shareholders

in the event of unsolicited offers to acquire us or other takeover bids

and practices that could impair the ability of the Board of Directors to

represent shareholders' interests fully. As required by the Shareholder

Rights Plan, the Board of Directors declared a dividend of one pre­

ferred share purchase right (a Right) for each outstanding share of our

common stock, with distribution made to shareholders of record on

March 22, 1996,

The Rights, which will expire March 6, 2006, are represented by

and traded with our common stock. The Rights are not currently exer­

cisable and do not become exercisable unless a triggering event

occurs, One of the triggering events is the acquisition of 10% or more

of our common stock by a person or group of affiliated or associated

persons. Unless preViously redeemed, upon the occurrence of one of

the specified triggering events. each Right will entitle its holder to pur­

chase one one-hundredth of a share of Class A Junior Participating

Preferred Stock at a purchase price of $60. Each preferred share will

have 100 votes, voting together with the common stock, Because of

the nature of the preferred shares' dividend, liquidation and voting

rights, one one-hundredth of a share of preferred stock is intended to

have the value, rights and preferences of one share of common stock.

As of December 31, 2004, 1,0 million shares of Class A Junior Partici­

pating Preferred Stock were reserved for issuance under that plan.

EQUITY OFFERING
On November 18, 2004, we completed our public offering of 11.04 mil­

lion shares of common stock. We priced the offering at $31.01 per

share and generated net proceeds of approximately $332 million, which

we used to purchase the outstanding capital stock of NUl and to repay

short-term debt incurred to fund the purchase of Jefferson Island. In

February 2003, we completed our public offering of 6.4 million shares

of common stock. The offering generated net proceeds of approxi­

mately $137 million, which we used to repay outstanding short-term

debt and for general corporate purposes.
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DIVIDENDS
Our common shareholders may receive dividends when declared by

our Board of Directors, which may be paid in cash, stock or other

form of payment. In certain cases, our ability to pay dividends to our

common shareholders is limited by the following:

• satisfying our obligations under certain financing agreements, includ­

ing debt-to-capitalization and total shareholders' equity covenants

• satisfying our obligations to any preferred shareholders

• restrictions under the PUHCA on our payment of dividends out of

capital or unearned surplus without prior permission from the SEC

Under Georgia law, the payment of dividends to the holders of

our common stock is limited to our legally available assets and subject

to the prior payment of dividends on any outstanding shares of pre­

ferred stock and junior preferred stock. Our assets are not legally

available for paying dividends if

• we could not pay our debts as they become due in the usual course

of business

• our total assets would be less than our total liabilities plus, subject to

some exceptions, any amounts necessary to satisfy the preferential

rights upon dissolution of shareholders whose preferential rights are

superior to those of shareholders receiving the dividends

We announced the following increases in our cash dividends

payable on our common stock:

• In February 2005, we announced a 7% increase in our common

stock dividend. The increase raised the quarterly dividend from

$0.29 per share to $0.31 per share, for an indicated annual dividend

of $1.24 per share.

• In April 2004, we announced a 4% increase in our common stock

dividend, raising the quarterly dividend from $0.28 per share to $0.29

per share which indicated an annual dividend of $1 .16 per share.

• In April 2003, we announced a 4% increase in our common stock

dividend from $0.27 per share to $0.28 per share, which indicated

an annual dividend of $1,12.



Note 10
COMMITMENTS AND CONTINGENCIES
CONTRACTUAL OBLIGATIONS AND COMMITMENTS

We have incurred various contractual obligations and financial commitments in the normal course of our operations and financing activities. Con­

tractual obligations include future cash payments required under existing contractual arrangements, such as debt and lease agreements. These

obligations may result from both general financing activities and from commercial arrangements that are directly supported by related revenue­

producing activities. We calculate any expected pension contributions using an actuarial method called the projected unit credit cost method, and

pursuant to these calculations, we expect to make a $1 million pension contribution in 2005. The following table illustrates our expected future

contractual cash obligations as of December 31, 2004:

In milliOrlS

Long-term debt'

Pipeline charges, storage capacity and gas supply"

Short-term debt·

PRP costs

Operating leases'

ERC'

C0rl2-~odity andjrallsp_orta!ion charg~ _

Total

Payments Due Be10'8 Dec8l1108' J1,

Tolal 2005 2006 & 200, 20G8 & 2009 201 C & TI18reafler
-------- ---------------------------------------------------

$1,623 $ - $ 2 $ 2 $1,619

1,051 258 262 179 352

334 334

327 85 162 80

170 27 39 29 75

90 27 10 12 41

20 19 1
----------- ----------------- - ---------- - --------

$3,615 $750 $476 $302 $2,087
. Includes $232 1~~llioll of notes paY<:lble 10 T'·usts rec1ee:~'2bie i'l 2006 and 2007.

~ Does :10( Illciude tile interest expense associ<lle~j Wll,'1 tl18 10119-ten11 and shcI1-le,';r cfebt.

e, Charges (8cover"aole through a PGA l"nechanIS,rn 0" a:ler!lat1vely b,:'ed to Mar~elers. A:so :nciudes dernallcJ charges S1S50ciated with Sequ8'lL.

·1 A Sui)slcliary of NUl ental-ed !nto twe 20- yeer agreemEnls fa, the fil"l1 transoartalian a;ld sla~age of natural 93S c1unng 2003 With the annual dernancl C11arges aggreg8.te 01 c.paroxlr~lateiy $5 ,.lliihan, As a resuil of O;JI

acquiSition of NUl anclln accorcla'lCe with SF.A.S 141, IIle 8Cillracts 'Nere valued 2t fair value. Ti,e $38 :l1i1liOll Cdrrently ai:accted to acc:-lIed olpeline clem ami onal'ges 0:, ell: consolidated bal"nce sl'eels represent

our estln'ate of [i,e fall-value of l!le dcqLllled contrcclS, TI'e ,aolHy ~vill be amortized over 1I1e l·er:l2.Ining life of 111e COlllracls

" Chdrges reCO'/eraole lill'ough I-ate rider l11ecllanisms

FWe Ila'/e cel"laln ope,131:l1g leases Will, prOVisions (or slep r-enl or escalal;on oay:.....e·,ts, or c:ertaln lease 8onceSSlons. We account fOI- these leases by r'ecognlli:lg [l,e future 'PlillillUIl' ,'ease ;::JaylT',enls on a st:'algn\-llne I)asls

o'/e"lhe r'espe::l,;ve ;T',I!l1111Urn lease terrl1s:n accorcla'lce w;th SFAS No, 13. "Acoounllng for Leases,' Hawe'/e~, thiS accoullli;lfjtt'eatmellt does !lot affecllhe fLl\clre alltlUal opel'al:'lg le8se cash obligal:o'ls as shown :lereln.

SouthStar has natural gas purchase commitments related to the supply of minimum natural gas volumes to its customers. These commit­

ments are priced on an index plus premium basis. At December 31, 2004, SouthStar had obligations under these arrangements for 11.2 Bet

for the year ending December 31, 2005. This obligation is not included in the above table. SouthStar also had capacity commitments related to

the purchase of transportation rights on interstate pipelines.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

We also have incurred various contingent financial commitments in the normal course of business. Contingent financial commitments rep­

resent obligations that become payable only if certain predefined events occur, such as financial guarantees, and include the nature of the guar­

antee and the maximum potential amount of future payments that could be required of us as the guarantor. The following table illustrates our

expected contingent financial commitments as of December 31 , 2004:

In 11111110l1S TOId.i 2005

Co~.,~"tnle:ltsDue Before December 31,

2006 & 2007 2DOB & 2009 2010 & ThE-(82.ilsr

Guarantees'

Standby letters of creditallc:lperformance/surel'Ll::J0nds_ .

Total

$ 7

12
-----------

$19

$ 7

12
------------

$19

$-

$-

$- $-

$- $-
1We provide a gUB.laJllee O:llje:1al[ of O~lr SUI)s:diar'Y, SOUlilSI2.r. We gl.l<.",rantee 70'\', (If SO~llhSt2.r'S Obilg8.tlons 10 Southem NZkJ,al Gas Company lSouther'1 Na1L1ra~).J!1(le; cedaill agreements l)E,'!lwee'1l~eOdr1ies up to a

~8xil'nulT1 01 $7 million 'f SouthStar farls to ff'ake oay:'1enl to Southern Nal~lral We have GF~I-taln g~ld(J.l1lees lh8t ale re(;o~'ded 0:1 aLII' consollctaled balance sneel [t'E1l \\'oulel 'lot CClLlse J.:ly ac1(N:onal in1pact on our fi'lanCiai

slalelnenls beyond what W8$ alrec::dy I"ecorclecl

RENTAL EXPENSE AND SUBLEASE INCOME
The following table illustrates our total rental lease expenses and sub­

lease credits incurred for property and equipment:

LITIGATION
We are involved in litigation arising in the normal course of business.

We believe the ultimate resolution of such litigation will not have a

material adverse effect on our consolidated financial position, results

of operations or cash flows. Changes to the status of previously dis­

closed litigation are as follows:

NUl Shareholder Complaint

In September 2004, a shareholder class action complaint (Complaint)

was filed in a civil action captioned Green Meadows Partners, LLP on

behalf of itself and all others similarly situated v. Robert P Kenney,

Bernard S. Lee, Craig G. Mathews, Or. Vera King Farris, James J.

Forese, J. Russell Hawkins, R. Van Whisnand, John Kean, NUl and the

Company, pending in the Superior Court of the State of New Jersey,

County of Somerset, Law Division. The Complaint, brought on behalf

of a potential class of the stockholders of NUl, names as defendants all

of the directors of NUl (Individual Defendants), NUl and the Company.

The Complaint alleges that purported financial incentives in the

form of change of control payments and Indemnification rights created

a conflict of interest on the part of certain of the Individual Defendants

$22 $22 $20

.__.__._. 12)

in evaluating a possible sale of NUl. The Complaint further alleges that

the Individual Defendants, aided and abetted by the Company,

breached fiduciary duties owed to the plaintiff and the potential class.

The Complaint demands judgment (i) determining that the action is

properly maintainable as a class action, (ii) declaring that the Individual

Defendants breached fiduciary duties owed to the plaintiff and the

potential class, aided and abetted by the Company, (iii) enjoining the

sale of NUl, or if consummated, rescinding the sale, (iv) eliminating the

$7.5 million break-up fee with the Company, (v) awarding the plaintiff

and the potential class compensatory and/or rescissory damages,

(vi) awarding interest, attorney's fees, expert fees and other costs, and

(vii) granting such other relief as the Court may find just and proper.

On October 12, 2004, we reached an agreement in principle

with Green Meadows Partners, LLP to settle this litigation. The settle­

ment called for NUl to provide certain additional information and dis­

closures to its shareholders, as reflected in the "Additional Disclosure"

section of NUl's proxy statement supplement, filed on October 12,

2004 with the SEC. In addition, as part of the settlement, NUl and the

Company consented to a settlement class that consists of persons

holding shares of NUl common stock at any time from July 15, 2004

until November 30, 2004, and we agreed to pay plaintiff's attorney's

fees and costs in the amount of $285,000. No part of these attorney's

fees or costs will be paid out of funds that would otherwise have been

paid to NUl's shareholders.

On December 22, 2004, the trial court entered an order condi­

tionally certifying a class for settlement purposes and designating the

Plaintiff as a Settlement Class representative. The trial court's order

also established deadlines for Defendants to provide notice to the

Settlement Class, for Settlement Class members to object to the set­

tlement and for a final Settlement Hearing.

2002:2C032004

Rental expense

Sublease income

In r~li1llons
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Csr-'Y"ng Estimated

Note 11
FAIR VALUE OF FINANCIAL INSTRUMENTS
The following table shows the carrying amounts and fair values of

financial instruments included in our consolidated balance sheets:

The estimated fair values are determined based on interest

rates that are currently available for issuance of debt with similar terms

and remaining maturities. For the notes payable to Trusts, we used

quoted market prices and dividend rates for preferred stock with simi­

lar terms.

Considerable judgment is required to develop the fair value esti­

mates; therefore, the values are not necessarily indicative of the

amounts that could be realized in a current market exchange. The fair

value estimates are based on information available to management as

of December 31, 2004. We are not aware of any subsequent factors

that would significantly affect the estimated fair value amounts. For

more information about the fair values of our interest rate swaps, see

Note 4.

2C0220U3

$20 $(19)

13 (4)

52 79

3 3

___lIL__(1)
$87 $ 58

2004

Included in expenses

Current income taxes

Federal $25

State 1

Deferred income taxes

Federal 60

State 5

Arn()rt~§ti()n_.Qfin_vestmE;Q1:tax_qe<Ji~ jlL
Total $90

INVESTMENT TAX CREDITS

Deferred investment tax credits associated with distribution opera­

tions are included as a regulatory liability in our consolidated balance

sheets (see Note 5). These investment tax credits are being amortized

over the estimated life of the related properties as credits to income in

accordance with regulatory treatment. We reduce income tax expense

in our statements of consolidated income for the investment tax cred­

its and other tax credits associated with our nonregulated subsidiaries.

Components of income tax expense shown in the statements of

consolidated income are as follows:

Note 12
INCOME TAXES
We have two categories of Income taxes in our statements of consoli­

dated income: current and deferred. Current income tax expense con­

sists of federal and state income tax less applicable tax credits related

to the current year. Deferred income tax expense generally is equal to

the changes in the deferred income tax liability and regulatory tax lia­

bility during the year.

Fail Va'usAI:'OUlll

... $1,623 J;J....!!!§

As of December 31 , 2004

Long-term debt including

current portion

As of December 31 , 2003

Long-term debt including

_current p_ortior1 _
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The reconciliations between the statutory federal income tax rate, the effective rate and the related amount of tax for the years ended

December 31, 2004, 2003 and 2002 are presented below:

2004

Amount % of Pretax Income
------~~

ArnOLl:ll

:2003

'Y6 of Pretax Inco'ne Amount

2002

';'0 of Pretax Income

Computed tax expense $85 35.0%

State income tax, net of federal income tax benefit 9 3.5

Amortization of investment tax credits (1) (0.6)

Flexible dividend deduction (2) (0.6)

Other - net ~ m_~~ JO.21

Total income tax expense $90 37.1 %

$78 35.0% $56

8 3.8 4

(1) (0.6) (1)

(1) (0.6) (2)

3 14 1-- ....-.-------------~~-------

$87 39.0% $58

35.0%

24
(0.8)

(0.9)

0.3

36.0%

to be realized in future periods. With respect to our continuing opera­

tions, we have net operating losses in various jurisdictions. Compo­

nents that give rise to the net accumulated deferred income tax

liability are as follows:

ACCUMULATED DEFERRED INCOME TAX ASSETS
AND LIABILITIES
We report some of our assets and liabilities differently for financial

accounting purposes than we do for income tax purposes. The tax

effects of the differences in those items are reported as deferred

income tax assets or liabilities in our consolidated balance sheets. The

assets and liabilities are measured utilizing income tax rates that are

currently in effect. Because of the regulated nature of the utilities' busi­

ness, a regulatory tax liability has been recorded in accordance with

SFAS NO.1 09, "Accounting for Income Taxes" (SFAS 109). The regu­

latory tax liability is being amortized over approximately 30 years (see

Note 5). Our deferred tax asset includes an additional pension liability

of $34 million, which increased $7 million from 2003 in accordance

with SFAS 109 (see Note 6).

As indicated in the table below, our deferred tax assets and lia­

bilities include certain items we acquired from NUl. We have provided

a valuation allowance for some of these items that reduces our net

deferred tax assets to amounts we believe are more likely than not

In 11111110ns

Accumulated deferred income

tax liabilities

Property - accelerated depreciation

and other property-related items

Other
~------_._--------,_._-_.._--_.- -

Total accumulated deferred

income tax liabilities

Accumulated deferred income tax assets

Deferred investment tax credits

Deferred pension additional minimum liability

Net operating loss - NUl

Net operating loss - Virginia Gas Company'

Capital loss carryforward

Alternative minimum tax credit'

Other
--------- _.._- ._-_._. .----------

Total accumulated deferred income

tax assets.._---~--- ------_._-_._--

Valuation allowances
--_._-_._-~---~_. __.__._-,-----~

Total accumulated deferred income

____~~asset~ilet 9f v~-?~9.-!lil"()wance
Net accumulated deferred tax liability

$323

238

561

8

34

31

6

5

7

41

132

(8)

124

$437

As of Dec 31.

2003

$294

125

419

7

27

9

43

43

$376
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J Irlc,~Jdes Virginia G~:s Comparly"s $18 mililpn ore·acqulSillon 'leI operCiting losses, wr);cn ere subject to
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• Distribution operations consists primarily of Atlanta Gas Light,

Chattanooga Gas, Elizabethtown Gas, Florida Gas and Virginia

Natural Gas.

• Wholesale services consists primarily of Sequent.

• Energy investments consists primarily of SouthStar, Pivotal Jefferson

Island, Pivotal Propane, Virginia Gas Company and AGL Networks.

Note 13
RELATED PARTY TRANSACTIONS
We previously recognized revenue and had accounts receivable from

our affiliate, SouthStar, as detailed on the table below. As a result of

our adoption of FIN 46R on January 1, 2004, we consolidated all of

SouthStar's accounts with our subsidiaries' accounts and eliminated

any intercompany balances between segments. For more discussion

of FIN 46R and the impact of its adoption on our consolidated finan­

cial statements, see Note 3.

We treat corporate, our fourth segment, as a nonoperating

business segment that consists primarily of AGL Resources Inc., AGL

Services Company, nonregulated financing and captive insurance

subsidiaries and the effect of intercompany eliminations. We elimi­

nated intersegment sales for the years ended December 31, 2004,

2003 and 2002 from our statements of consolidated income.

We evaluate segment performance based primarily on the non­

GAAP measure of earnings before interest and taxes (EBIT), which

includes the effects of corporate expense allocations. EBIT is a non­

GAAP measure that includes operating income, other income, equity

in SouthStar's income in 2003 and 2002, donations, minority interest

in 2004 and gains on sales of assets. Items that we do not include in

Note 14
SEGMENT INFORMATION
Our business is organized into three operating segments:

. ((3)

$128 $103

2U03 2002

$983 $877

741 660

16

258 217

40 30

298 247

75 86
----- ---------

223 161

87 58

136 103

332

153

.i18)
314

71

243

90

$ 153

2004

InterE;s.!.~xpen_se

Earnings before income taxes

Income taxes
-------_.

Income before cumulative effect

of change in accounting principle

Cumulative effect of change

__ lrl_ac<:ountlngjJl'irlciple _

Net income

Operating revenues $1,832

Operating expenses 1,500

~~9n ~ale0c::;_ar.olin~§treetgEjmjJLJ.s,__

Operating income

Other income

Minorityirlt~rest

EBIT

EBIT are financing costs, including interest and debt expense, income

taxes and the cumulative effect of a change in accounting principle,

each of which we evaluate on a consolidated level. We believe EBIT

is a useful measurement of our performance because it provides infor­

mation that can be used to evaluate the effectiveness of our businesses

from an operational perspective, exclusive of the costs to finance those

activities and exclusive of income taxes, neither of which is directly

relevant to the efficiency of those operations.

You should not consider EBIT an alternative to. or a more

meaningful indicator of our operating performance than, operating

income or net income as determined in accordance with GAAP. In

addition, our EBIT may not be comparable to a similarly titled measure

of another company. The reconciliations of EBIT to operating income

and net income for the years ended December 31. 2004, 2003 and

2002 are presented below:

2002

$171

2003

$169

11

2004

$­
$-

Recognized revenue

Accounts receivable
---_._----~~-----

_11l1_niiIIQ,'S ..__ .. . _
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summarized income statement, balance sheet and capital expenditure information by segment as of and for the years ended December 31,

2004,2003 and 2002 are shown in the following tables:

Dlstrll)ull0n Opere.t:ons

Corporate and CCllsolldalec1

W~I?_'~~e_Se_r'/I~ ~:~_rgy Inves~~~ __~~~~~~~!,~I~!_~::~~':l_l~~!~ ~~~ Resoul'ces

$ 926 $ 54 $852 $ -

_______1_85 (~_

1,111 54 852 (185) 1,832

$1,832

$ 59$ 24

1 707 (184) 994

27 65 (1) 377

1 4 9 99

1 1 4 30
------------ --- ----_._--_._---_ .._- -- - _.,_.----

_____30 77_7 i1Z~L 1,500
24 75 (13) 332

2 2

0~ 0~

___ -.-G}___ ~)

$ (16) $ 314
____1

$ 247

470

286

85

24

865
"-------------

246

2004

Operating revenues from external parties

IntersegmenJr.§lj§..nues' _

Total revenues

Operating expenses

Cost of gas

Operation and maintenance

Depreciation and amortization

Taxes other than income taxes--_._----

____ .lQ1~operating expenses

Operating income (loss)

Earnings in equity interests

Minority interest

Qther i!l~()_m_e~(lo_s~s~) _

EBIT

Identifiable assets

Investment in jointvE?f1tLJre_8... _

Total assets

$4,386

$4,386

$696

$696

$630

235

$865

$ (86) $5,626

_ J221) _ _ 14
$(307) $5,640

Goodwill $ 340 $ $ 14 $ $ 354

Capital expenditures $ 205 $ 8 $ 40 $11 $264

$ 298

$ 983

CO'lsolidated

AGL Resoun:;es

339

283

91

28
--------------

741

16

258

(8)

48

$-

___1!L
$(12)

1

9

1

48

11

$ 43

$ 6

(7)

9
4

6
- - ----------- -----

----- -------~
(5) (11)

CorporClle a,"rj

E1lergy Ilwes!rnellls Intersegrnenl Eiirlinatol1S

20

21

1

20

$ 20

$ 41

337

261

81

24

703

21

254

(8)

$ 936

1
---------------- -----

$ 247

2003

Operating revenues'

Operating expenses

Cost of gas

Operation and maintenance

Depreciation and amortization

Taxes other than income taxes
- ----------'-_.-._- .._------ ----

__Total opera!if1g__El~nses _

GaifljlcJ§s) on sale of Caroline Str:§E)t campus' _

Operating income (loss)

Donation to private foundation

Earnings in equity interests

Other income (loss)

EBIT

Identifiable assets

Investment in joint ventures _

Total assets

$3,325

$3,325

$460

$460

$ 90

101

$191

$ 2

$ 2

$3,877

101

$3,978

Goodwill $ 177 $ $ $- $ 177

Capital expenditures $ 126 $ 2 $ 8 $22 $ 158
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111 rmlians

Co"parale ancl

Olsll':bullOrl Goel-allons _---'W-'-'-'-'o-'-'e::::sc::=-,'e=-S=-'e:c"=-"c:=es=-'_---'E=-"::::e'-"9'-Y=-'n-,-ve=stl11enls lillel-seglT'.ent E:,'C'lnallons

Consal-elated

AGL Resources

$ 877

268

274

89

29
--------------

660

217

1

27

2

$ 247

1

(2)

7

2

8
(8)

j~)

$(11)

$-

8

$ 2

13

$ 23

267

255

82

25 1 1
--------- --------------------- ----------------

629 14 9
--------------------- -- --- -- ----------------

2~ 9 m
1

$ 852

2002
Operating revenues'

Operating expenses

Cost of gas

Operation and maintenance

Depreciation and amortization

Taxes other than income taxes

Total operatin~~r1ses __

Operating income (loss)

Interest income

Earnings in equity interests 27

9ther inc~m~_(loss) _ ___ 1 _ L\._
EBIT $ 225 $ 9 $ 24

Identifiable assets $3,150 $364 $107

Investment irljc:liil.! ventur~ .. _.... .. 75 _
Total assets $3,150 $364 $182

$46

$ 46

$3,667

75

$3,742

Capital expenditures $ 128 $ 1 $ 29 $29 $ 187
Intersegment revenues - Wholesale services r"eco~ds Its energy marketing 2nd r'sk I1lClnagerlent revenue

on 2. net basis. Tile following lal)ie DrOl/ldes del2,:1 of whoiesale services' tolal gross revenues anel gross

sates to dlslribution operations:

In millions

2004

2003

2002

T~llrd Darty Inlersegr""'lenl Tolal Gmss

Gross Revenues Rev811ues Revenues
----------

$4,378 .369 $4,747

3.298 353 3,651

1,639 131 1,770
----------

2 The g8111 before 'Ilcarne taxes of 816 million Qll Ille sa,e of OLir Caroline Sir-eet C8f'iPUS was recol'ded as

operating InCOrlle (loss) III two of our segments, A gail) of £:21 InilllOrl Oil tile sale of the Ia.net was recorded

"1 d'slrll)uliOrl opel-alions. and a wnte-off of $(5) rT1llllon onl'le bUiiellngs and thelr- canlents was recorded

n aLII' corporate segment.
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Note 15
QUARTERLY FINANCIAL DATA (UNAUDITED)
Our quarterly financial data for 2004, 2003 and 2002 are summarized below. The variance in our quarterly earnings is the result of the seasonal

nature of our primary business.

In ~llllons,.~~~~ per share amounts Mer 31 Jun 30 Sel.l3C Dec 31
-----~~ -----

2004

Operating revenues $ 651 $ 294 $ 262 $ 625

Operating income 133 53 46 100

Net income 66 21 20 46

Basic earnings per share 1.02 0.34 0.31 0.64

cL!.!!y""Qiluted earnbg~er share 1.00 0.33 0.31 0.64

2003

Operating revenues $ 353 $187 $ 166 $ 278

Operating income 101 41 58 58

Income before cumulative effect of change in accounting principle 60 19 22 35

Net income 52 19 22 35

Basic earnings per share before cumulative change in accounting principle 0.99 0.30 0.35 0.54

Basic earnings per share 0.86 0.30 0.35 0.54

Fully diluted earnings per share before cumulative change in accounting principle 0.98 0.29 0.34 0.54

FJ:lIIy~!~ earrlirlg~er share ___ 0.85 0.29 0.34 0.54
------------- ---------- ---- -..._------- -

2002

Operating revenues $ 272 $ 161 $193 $ 251

Operating income 74 42 38 63

Net income 50 12 10 31

Basic earnings per share 090 0.22 0.17 0.55

FLJ~y_QiILJteQ~_"l'Ili~gsper §har§_._ 0.89 0.22 0.17 0.55
-----_ .._------- - --- -------------- -- -- -----------

Our basic and fully diluted earnings per common share are calculated based on the weighted daily average number of common shares and

common share equivalents outstanding during the quarter. Those totals differ from the basic and fully diluted earnings per share as shown on the

statements of consolidated income, which are based on the weighted average number of common shares and common share equivalents out­

standing during the entire year.
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MANAGEMENT'S REPORTS ON INTERNAL CONTROL OVER FINANCIAL REPORTING

AGL RESOURCES INC.
Our management is responsible for establishing and maintaining ade­

quate internal control over financial reporting, as such term is defined

in Exchange Act Rule 13a-15(f). Under the supervision and with the

participation of our management, including our principal executive

officer and principal financial officer, we conducted an evaluation of

the effectiveness of our internal control over financial reporting based

on the framework in Internal Control- Integrated Framework issued

by the Committee of Sponsoring Organizations of the Treadway

Commission (COSO).

We excluded Jefferson Island Storage &Hub, LLC and NUl

Corporation from our assessment of internal control over financial

reporting as of December 31, 2004 because they were acquired by us

in purchase business combinations during the fourth quarter of 2004.

Jefferson Island Storage & Hub, LLC's and NUl Corporation's total

assets represents $86 million and $1,352 million, and total revenues

represents $11 million and $86 million, respectively, of the related con­

solidated financial statement amounts as of and for the year ended

December 31,2004.

Based on our evaluation under the framework in Internal

Control-Integrated Framework issued by COSO, our management

concluded that our internal control over financial reporting was

effective as of December 31,2004. Our management's assessment

of the effectiveness of our internal control over financial reporting as

of December 31, 2004 has been audited by PricewaterhouseCoopers

LLP, an independent registered public accounting firm, as stated in

their report, which insofar as it relates to the effectiveness of South­

Star Energy Services LLC is based solely upon the report of other

auditors and is included herein.

Paula Rosput Reynolds

Chairman, President and Chief Executive Officer

Richard 1. O'Brien

Executive Vice President and Chief Financial Officer

February 14, 2005
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SOUTHSTAR ENERGY SERVICES LLC
Our management is responsible for establishing and maintaining ade­

quate internal control over financial reporting, as such term is defined

in Exchange Act Rules 13a-15(f). Under the supervision and with the

participation of our management, including our principal executive offi­

cer and principal financial officer, we conducted an evaluation of the

effectiveness of our internal control over financial reporting based on

the framework in Internal Control-Integrated Framework issued by

the Committee of Sponsoring Organizations of the Treadway Commis­

sion, and in accordance with, Public Company Accounting Oversight

Board's Auditing Standard No.2, An Audit of Internal Control Over

Financial Reporting Performed in Conjunction With an Audit of Finan­

cial Statements. Based on our evaluation under the framework in

Internal Control-Integrated Framework, our management concluded

that our internal control over financial reporting was effective as of

December 31 , 2004.

Our management's assessment of the effectiveness of our

internal control over financial reporting as of December 31 , 2004 has

been audited by Ernst & Young LLP, an independent registered public

accounting firm, as stated in their report which is included herein.

Michael A. Braswell

President, SouthStar Energy Services LLC

Michael A. Degnan

Director, Finance & Accounting, SouthStar Energy Services LLC

February 2, 2005
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TO THE BOARD OF DIRECTORS AND SHAREHOLDERS

OF AGL RESOURCES INC.:

We have completed an integrated audit of AGL Resources Inc.'s

2004 consolidated financial statements and of its internal control over

financial reporting as of December 31,2004 and an audit of its 2003

consolidated financial statements in accordance with the standards

of the Public Company Accounting Oversight Board (United States).

Our opinions, based on our audits and the reports of other auditors,

are presented below.

Consolidated financial statements

In our opinion, based on our audits and the report of other auditors,

the accompanying consolidated balance sheets and statements of

income, common shareholders' equity, and cash flows present fairly,

in all material respects, the financial position of AGL Resources Inc.

and its subsidiaries at December 31, 2004 and 2003, and the results

of their operations and their cash flows for each of the two years in

the period ended December 31 , 2004 in conformity with accounting

principles generally accepted in the United States of America. These

financial statements are the responsibility of the Company's manage­

ment. Our responsibility is to express an opinion on these financial

statements based on our audits. We did not audit the financial state­

ments of SouthStar Energy SeNices LLC, a joint venture in which a

subsidiary of the Company has a non-controlling 70% financial inter­

est, which statements reflect total assets of $243 million and total

revenues of $827 million as of and for the year ended December 31,

2004. The Company's equity investment in SouthStar Energy SeNices

LLC was $71 million and equity in earnings was $46 million as of and

for the year ended December 31,2003. Those statements were

audited by other auditors whose report thereon has been furnished

to us, and our opinion expressed herein, insofar as it relates to the

amounts Included for SouthStar Energy SeNices LLC., is based solely

on the report of the other auditors. We conducted our audits of these

statements in accordance with the standards of the Public Company

Accounting Oversight Board (United States). Those standards require

that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstate­

ment. An audit of financial statements includes examining, on a test

basis, evidence supporting the amounts and disclosures in the

financial statements, assessing the accounting principles used and

significant estimates made by management, and evaluating the overall

financial statement presentation. We believe that our audits and the

report of other auditors provide a reasonable basis for our opinion.
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As discussed in Note 3 to the consolidated financial state­

ments, effective January 1, 2003, AGL Resources Inc. and subsidiaries

adopted EITF No. 02-03, Issues Involved in Accounting for Derivative

Contracts Held for Trading Purposes and Contracts Involved in Energy

Trading and Risk Management Activities. As discussed in Note 3

to the consolidated financial statements, effective January 1, 2003,

AGL Resources Inc. and subsidiaries adopted Statement of Financial

Accounting Standards No. 143, Accounting for Asset Retirement

Obligations. As discussed in Note 3 to the consolidated financial

statements, effective January 1, 2004, AGL Resources Inc. and sub­

sidiaries adopted Financial Accounting Standards Board (FASB) Inter­

pretation No. 46-R, "Consolidation of Variable Interest Entities".

Internal control over financial reporting

Also, in our opinion, based on our audit and the report of other audi­

tors, management's assessment, included in Management's Report

on Internal Control Over Financial Reporting related to AGL Resources

Inc. appearing on page 107 of AGL Resources, Inc Annual Report to

Shareholders, that the Company maintained effective internal control

over financial reporting as of December 31 , 2004 based on criteria

established in Internal Control-Integrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission

(COSO), is fairly stated, in ail material respects, based on those crite­

ria. Furthermore, in our opinion, based on our audit and the report of

other auditors, the Company maintained, in all material respects,

effective internal control over financial reporting as of December 31 ,

2004, based on criteria established in Internal Control-Integrated

Framework issued by the COSO. The Company's management is

responsible for maintaining effective internal control over financial

reporting and for its assessment of the effectiveness of internal control

over financial reporting. Our responsibility is to express opinions on

management's assessment and on the effectiveness of the Company's

internal control over financial reporting based on our audit. We did not

examine the effectiveness of internal control of SouthStar Energy Ser­

vices LLC as of December 31, 2004. The effectiveness of SouthStar

Energy SeNices LLC's internal control over financial reporting was

audited by other auditors whose report has been furnished to us, and

our opinions expressed herein, insofar as they relate to the effective­

ness of SouthStar Energy SeNices LLC's internal control over financial

reporting are based solely on the report of the other auditors. We con­

ducted our audit of internal control over financial reporting in accor­

dance with the standards of the Public Company Accounting

Oversight Board (United States). Those standards require that we plan
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and perform the audit to obtain reasonable assurance about whether

effective internal control over financial reporting was maintained in all

material respects. An audit of internal control over financial reporting

includes obtaining an understanding of internal control over financial

reporting, evaluating management's assessment, testing and evaluat­

ing the design and operating effectiveness of internal control, and per­

forming such other procedures as we consider necessary in the

circumstances. We believe that our audit and the report of the other

auditors provide a reasonable basis for our opinions.

A company's internal control over financial reporting is a process

designed to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for exter­

na� purposes in accordance with generally accepted accounting princi­

ples. A company's internal control over financial reporting includes

those policies and procedures that (i) pertain to the maintenance of

records that, in reasonable detail, accurately and fairly reflect the trans­

actions and dispositions of the assets of the company; (ii) provide

reasonable assurance that transactions are recorded as necessary

to permit preparation of financial statements in accordance with

generally accepted accounting principles, and that receipts and expen­

ditures of the company are being made only in accordance with authori­

zations of management and directors of the company; and (iii) provide

reasonable assurance regarding prevention or timely detection of

unauthorized acquisition, use, or disposition of the company's assets

that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial

reporting may not prevent or detect misstatements. Also, projections

of any evaluation of effectiveness to future periods are subject to the

risk that controls may become inadequate because of changes in

conditions, or that the degree of compliance with the policies or pro­

cedures may deteriorate.

As described in Management's Report on Internal Control over

Financial Reporting, management has excluded Jefferson Island Stor­

age & Hub LLC and NUl Corporation from its assessment of internal

control over financial reporting as of December 31, 2004 because

they were acquired by the Company in purchase business combina­

tions during 2004. We have also excluded Jefferson Island Storage

& Hub LLC and NUl Corporation from our audit of internal control over

financial reporting. Jefferson Island Storage & Hub LLC and NUl Cor­

poration are wholly owned subsidiaries whose total assets represent

$86 million and $1,352 million and total revenues represent $11 mil­

lion and $86 million, respectively, of the related consolidated financial

statement amounts as of and for the year ended December 31, 2004.

Atlanta, Ga.

February 14, 2005



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

THE EXECUTIVE COMMITTEE AND MEMBERS OF
SOUTHSTAR ENERGY SERVICES LLC

We have audited management's assessment, included in the accom­

panying Report of Management on Internal Control Over Financial

Reporting, that SouthStar Energy Services LLC ("SouthStar") main­

tained effective internal control over financial reporting as of Decem­

ber 31,2004, based on criteria established in Interna/ Contra/­

Integrated Framework issued by the Committee of Sponsoring Orga­

nizations of the Treadway Commission (the "COSO criteria"). South­

Star's management is responsible for maintaining effective internal

control over financial repolting and for its assessment of the effective­

ness of internal control over financial reporting. Our responsibility is

to express an opinion on management's assessment and an opinion

on the effectiveness of the Company's internal control over financial

reporting based on our audit.

We conducted our audit in accordance with the standards of

the Public Company Accounting Oversight Board (United States).

Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether effective internal control over

financial reporting was maintained in all material respects. Our audit

included obtaining an understanding of internal control over financial

reporting, evaluating management's assessment, testing and evaluat­

ing the design and operating effectiveness of internal control, and per­

forming such other procedures as we considered necessary in the

circumstances. We believe that our audit provides a reasonable basis

for our opinion.

A company's internal control over financial reporting is a

process designed to provide reasonable assurance regarding the reli­

ability of financial reporting and the preparation of financial statements

for external purposes in accordance with generally accepted account­

ing principles. A company's internal control over financial reporting

includes those policies and procedures that (1) pertain to the mainte­

nance of records that, in reasonable detail, accurately and fairly reflect

the transactions and dispositions of the assets of the company;

(2) provide reasonable assurance that transactions are recorded as

necessary to permit preparation of financial statements in accordance

with generally accepted accounting principles, and that receipts and

expenditures of the company are being made only in accordance with

authorizations of management and directors of the company; and

(3) provide reasonable assurance regarding prevention or timely detec­

tion of unauthorized acquisition, use, or disposition of the company's

assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial

reporting may not prevent or detect misstatements. Also, projections

of any evaluation of effectiveness to future periods are subject to the

risk that controls may become inadequate because of changes in

conditions, or that the degree of compliance with the policies or pro­

cedures may deteriorate.

In our opinion, management's assessment that SouthStar

maintained effective internal control over financial reporting as of

December 31, 2004, is fairly stated, in all material respects, based on

the COSO criteria. Also, in our opinion, SouthStar maintained, in all

material respects, effective internal control over financial reporting as

of December 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the standards of the

Public Company Accounting Oversight Board (United States), the bal­

ance sheets of SouthStar as of December 31, 2004 and 2003, and the

related statements of income, changes in members' capital, and cash

flows for each of the three years in the period ended December 31 ,

2004 of SouthStar and our report dated February 4, 2005 expressed

an unqualified opinion thereon.

Atlanta, Georgia

February 4, 2005
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THE EXECUTIVE COMMITTEE AND MEMBERS

SOUTHSTAR ENERGY SERVICES LLC

We have audited the balance sheets of SouthStar Energy Services

LLC (the Company) as of December 31, 2004 and 2003, and the

related statements of income, changes in members' capital, and cash

flows for each of the three years in the period ended December 31 ,

2004. These financial statements are the responsibility of the Com­

pany's management. Our responsibility is to express an opinion on

these financial statements based on our audits.

We conducted our audits in accordance with the standards of

the Public Company Accounting Oversight Board (United States).

Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free

of material misstatement. An audit includes examining, on a test

basis, evidence supporting the amounts and disclosures in the finan­

cial statements. An audit also includes assessing the accounting prin­

ciples used and significant estimates made by management, as well

as evaluating the overall financial statement presentation. We believe

that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above pre­

sent fairly, in all material respects, the financial position of SouthStar

Energy Services LLC at December 31, 2004 and 2003, and the

results of its operations and its cash flows for each of the three years

in the period ended December 31 , 2004 in conformity with U.S. gen­

erally accepted accounting principles.

We also have audited, in accordance with the standards of the

Public Company Accounting Oversight Board (United States), the

effectiveness of SouthStar Energy Services LLC's internal control

over financial reporting as of December 31, 2004, based on criteria

established in Internal Control-Integrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commis­

sion and our report dated February 4, 2005 expressed an unqualified

opinion thereon.

Atlanta, Georgia

February 4, 2005
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TO THE SHAREHOLDERS AND
BOARD OF DIRECTORS OF AGL RESOURCES INC.:

We have audited the accompanying consolidated statements of

income, shareholders' equity, and cash flows for the year ended

December 31, 2002 of AGL Resources Inc. and subsidiaries (the

"Company"). These financial statements are the responsibility of the

Company's management. Our responsibility is to express an opinion

on the financial statements based on our audit.

We conducted our audit in accordance with the standards of

the Public Company Accounting Oversight Board (United States).

Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free

of material misstatement. An audit includes examining, on a test

basis, evidence supporting the amounts and disclosures in the finan­

cial statements, assessing the accounting principles used and signifi­

cant estimates made by management, as well as evaluating the

overall financial statement presentation. We believe that our audit pro­

vides a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present

fairly, in all material respects, the results of operations and cash flows

of AGL Resources Inc. and subsidiaries for the year ended Decem­

ber 31, 2002, in conformity with accounting principles generally

accepted in the United States of America.

Atlanta, Georgia

January 27,2003



SHAREHOLDER INFORMATION

2003

PREFERRED SECURITIES
Our preferred securities are listed and traded on the New York Stock

Exchange under the ticker symbol ATG_P.
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STOCK PRICE AND DIVIDEND INFORMATION
Our common stock is listed on the New York Stock Exchange under

the symbol ATG. At January 20, 2005, there were approximately

11,135 record holders of our common stock. Quarterly information

concerning our high and low prices and cash dividends that we paid

in 2004 and 2003 is as follows:

March 31,2004 $30.63 $27.87 $0.28
June 30, 2004 29.41 26.50 $0.29
September 30, 2004 31.27 28.60 $0.29

=D=ec::-:eO'-m",b=-::eO'-r-=3-,-1,--"2::-:0=-::0'-'4 =33=-:.=6=-5__ 30.11 $_0_.2_9

ANNUAL MEETING
The 2005 annual meeting of shareholders will be held Wednesday,

April 27, 2005, at Ten Peachtree Place, N.E., Atlanta, Georgia 30309.

RESOURCESDIRECTTM
New investors may make an initial investment, and shareholders of

record may acquire additional shares of our common stock, through
ResourcesDIRECTTM without paying brokerage fees or service

charges. Initial cash investments, quarterly cash dividends and/or

optional cash purchases may be invested through the plan, subject

to certain requirements. To obtain a copy of the plan prospectus

and enrollment materials, contact our transfer agent, call our toll-free

interactive shareholder line at 877 -ATG-NYSE (877-284-6973)

or visit our website at aglresources.com.

We pay dividends four times a year: March 1, June 1, Septem­

ber 1 and December 1. We have paid 229 consecutive quarterly divi­

dends beginning in 1948. Dividends are declared at the discretion

of our Board of Directors, and future dividends will depend on our

future earnings, cash flow, financial requirements and other factors.

In February 2005, we increased the quarterly dividend to $0.31 per

common share.

AVAILABLE INFORMATION
A copy of this Annual Report, as well as our Annual Report on Form

1O-K, Quarterly Reports on Form 1O-Q, Current Reports on Form 8-K,

other reports that we file with or furnish to the Securities and Exchange

Commission (SEC) and our recent news releases are available free of

charge on the internet at our website aglresources.com as soon as

reasonably practicable after we electronically file such reports with, or

furnish such reports to, the SEC. These reports and news releases are

available on our website or through a toll-free interactive shareholder
information line at 877-ATG-NYSE (877-284-6973). The information

contained on our website does not constitute incorporation by refer­

ence of the information contained on the website and should not be

considered part of this document.

Our Annual Report on Form 10-K includes the certifications

of our chief executive officer and chief financial officer required by

Sections 302 and 906 of the Sarbanes-Oxley Act of 2002. Addition­

ally, we filed with the New York Stock Exchange the certification by

our chief executive officer that she is not aware of any violation of

New York Stock Exchange corporate governance listing standards.

Our corporate governance guidelines; our code of ethics; our

code of business conduct; and the charters of our Board committees,

including the audit, compensation and management development,

corporate development, environmental and corporate responsibility,

executive, finance and risk management and nominating and corpo­

rate governance committees, are available on our website.

The above information will also be furnished free of charge
upon written request to our Investor Relations department at:

AGL Resources, Investor Relations, Dept. 1071, Ten Peachtree Place,
N.E, Atlanta, GA 30309; 404-584-4414

INSTITUTIONAL INVESTOR INQUIRIES
Institutional investors and securities analysts should direct
inquiries to: Brian Little, Director, Investor Relations,

c/o AGL Resources, Investor Relations, Dept. 1071,

Ten Peachtree Place, N.E., Atlanta, GA 30309; 404-584-4414;

blittle@aglresources.com

CORPORATE HEADQUARTERS
AGL Resources Inc., Ten Peachtree Place, N.E., Atlanta, GA 30309;

404-584-4000; website: aglresources.com

TRANSFER AGENT AND REGISTRAR
EquiServe serves as our transfer agent and registrar and can help

with a variety of stock-related matters, including name and address

changes; transfer of stock ownership; lost certificates; and Form 1099s.

Inquiries may be directed to: AGL Resources Shareholder

Services, c/o EquiServe Trust Company, NA, P.O. Box 43010,

Providence, RI 02190-3010. Toll-free: 800-633-4236;

website: equiserve.com
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Director since 1988
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Managing Director
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AGL Resources - About Us - Our Business - Distribution Operations Page 1 of 1

~~ AGL Resources
.,. Annual Reporls .~ Email Alerts .y Events .~ Contact Us

Visit Our Websites .,! sEARC'1 •

Here is an overview of the company's six utilities'

Atlanta Gas Light I Chattanooga Gas: Elizabethtown Gas IElkton Gas IFlorida City Gas IVirginia Natural Gas

AGL Resources' core business is delivering environmentally friendly natural gas to the company's 2,2 million
customers through its six utilities, With its signature "same day/next day" service, AGL Resources is committed to
excellence in customer relations.

~ Elizabethtown Gas

NYSE: ATG $36.62 +0.50
Nov 27 2007 3:49PM ET

Distribution Operations

Home> About Us " Our Business" Distribution Operations

Elizabethtown Gas
Founded: 1855
Headquarters; Union, New Jersey
President: Jodi Gidley
Joined AGL Resources: 2004
Number of Customers: 269,000
Communities Served: Union, Middlesex, Sussex, Warren, Hunterdon, Morris and Mercer counties,
Web Address: http://www,elizabethtowngas.col11

~ Management Team

'. Board Of Directors

'. Annual Reports

'. Proxy Statement

'. Shareholders Meeting
Vote Update

.• Earnings Releases

~ Our Business

Distribution Operations
Wholesale Services
Energy Investments

Golden Triangle
Jefferson Island

Supplier Diversity
LNG

II AlloulU$

Elizabethtown Gas delivers service to more than 269.000 residential, business and industrial natural gas customers
in New Jersey, The utility serves parts of Union, Middlesex, Sussex, Warren, Hunterdon, Morris and Mercer
counties. Services include:

• Maintaining the gas pipeline infrastructure
• Responding to and repairing gas leaks
• Selling natural gas service to residential, commercial and industrial customers
• PrOviding customer service and billing customers for gas service
• Offering online customer infonnation about natural gas and gas-fueled products

Elizabethtown Gas contributes to the communities it serves through employee volunteerism and donations to energy
assistance programs and nonprofit agencies,

More information on AGL Resources' New Jersey utility can be found at ElizabetI1townGas.com,

Back to Top

.,. AGL Resources Al-A-G;ance' Fact Sheet .• Site Map '. Lega[ © 2007 AGL Resources Inc. All Rights Reser-....ed.

2007 Web Awards - Standard of Excellence ~~¥Y
2007 W3 A....;arOs - Silver A\'\'ard winner!i1

http://www.aglr.com/about/distribution_eli.aspx
BAC000009

11/27/2007
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AGL Resources, Inc. et al; ReI. No. 35-27917/ November 24,2004 Page 1 of 22

Home I Previous Page

.S. Securities and Exchange Commissio

SECURITIES AND EXCHANGE COMMISSION

(Release No. 35-27917; 70-10243)

AGL Resources, Inc. et al

Order Authorizing Acquisition of NUl Corporation and its
Subsidiaries, Various Financing Transactions; Reservation of
Jurisdiction

November 24, 2004

AGL Resources Inc. ("AGL Resources"), a registered public utility holding
company, AGL Resources' subsidiary service company, AGL Services
Company ("AGL Services"), both of Atlanta, GA, AGL Resources' gas utility
subsidiaries, Atlanta Gas Light Company ("AGLC"), Atlanta, GA,
Chattanooga Gas Company ("CGC"), Chattanooga, TN and Virginia Natural
Gas, Inc. ("VNG"), Norfolk, VA; NUl Corporation ("NUl"), a New Jersey
corporation and currently a public utility holding company claiming
exemption under section 3(a)(1) of the Act by rule 2 under the Act; NUl's
two gas public utility subsidiaries ("NUl Utility Subsidiaries"), NUl Utilities,
Inc. ("I'lUI Utilities") and Virginia Gas Distribution Company ("VGDC"); and
NUl's direct and indirect nonutility subsidiaries ("NUl Nonutilities" and
together with the NUl Utility Subsidiaries, "NUl Subsidiaries") NUl Capital
Corp. ("NUl Capital"), Utility Business Services, Inc. ("UBS") Virginia Gas
Company ("VGC"), Virginia Gas Storage Company, Virginia Gas Pipeline
Company ("VGPC"), NUl Saltville Storage, Inc. ("NUISS"), NUl Storage,
Inc. ("NUl Storage"), NUl Service, Inc.; NUl Energy, Inc. ("NUl Energy"),
NUl Energy Brokers, Inc.("NUI Energy Brokers"), NUl Energy Solutions,
Inc., OAS Group, Inc. ("OAS"), NUl Sales Management, Inc., TIC
Enterprises, LLC ("TIC"), NUl Richton Storage, Inc" Richton Gas Storage
Company, LLC; NUljCaritrade International LLC, NUl Hungary, Inc., and
NUl International, Inc., all of Bedminster, NJ (collectively with AGL
Resources, AGL Services, AGLC, CGC and VNG, "Applicants"), have filed an
application-declaration ("Application") with the Securities and Exchange
Commission ("Commission") under sections 3(a)(1), 5, 6(a), 7, 9(a), 10,
11, 12(b), 12(c) and 13(b) of the Public Utility Holding Company Act of
1935, as amended ("Act") and rules 16, 43, 45, 46, 54 and 88, 90 and
91under the Act. The Commission issued a notice of the Application on
October 28, 2004 (HCAR No. 27905).

AGL proposes to acquire all of the issued and outstanding common stock of
NUl and indirectly acquire the NUl Subsidiaries. Applicants also propose
that NUl and the NUl Subsidiaries engage in certain financings and other
transactions.

1. Description of the Parties

A. AGL Resources and its Subsidiaries

http://www.sec.gov/divisions/investment/opur/filing/35-27917.htm
BAC000010

1/1812008
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1. AGL Resources

Applicants state that AGL Resources is a corporation organized under the
laws of Georgia, and is an Atlanta-based energy services holding company.
AGL Resources owns three gas public utility subsidiary companies: AGLC,
CGC and VNG which serve more than 1.8 million customers in three states
(collectively, "AGL Resources Utilities").

Applicants state that AGL Resources' common stock has a five dollar par
value and as of June 30, 2004, AGL Resources had 64,923,654 shares of
common stock issued and outstanding. As of and for the six months ended
June 30, 2004, AGL Resources had total assets of $4.01 billion, net utility
plant assets of $2.26 billion, total operating revenues of $945 million,
operating income of $186 million and net income of $87 million.

a) AGL Resources' Utilities

(1) AGLC

Applicants state that AGLC is a natural gas local distribution utility with
distribution systems and related facilities serving 237 cities throughout
Georgia, including Atlanta, Athens, Augusta, Brunswick, Macon, Rome,
Savannah and Valdosta. AGLC also has approximately 6.0 billion cubic feet,
or Bcf, of liquefied natural gas ("LNG") storage capacity in three LNG plants
to supplement the supply of natural gas during peak usage periods. The
Georgia Public Service Commission regulates AGLC with respect to rates,
maintenance of accounting records and various other service and safety
matters. Applicants state that as of and for the six months ended June 30,
2004, AGLC had total assets of $2.41 billion, total operating revenues of
$308 million and net income of $76 million. AGLC owns all of the
outstanding stock of AGL Rome Holdings, Inc.

b) CGC

Applicants state that CGC is a natural gas local distribution utility with
distribution systems and related facilities serving twelve cities and
surrounding areas, including the Chattanooga and Cleveland areas of
Tennessee. CGC also has approximately 1.2 Bcf of LNG storage capacity in
its LNG plant. The Tennessee Regulatory Authority regulates CGC with
respect to rates, maintenance of accounting records and various other
service and safety matters. As of and for the six months ended June 30,
2004, CGC had total assets of $147 million, total operating revenues of $55
million and net income of $7.0 million.

(1) VNG

Applicants state that VNG is a natural gas local distribution utility with
distribution systems and related facilities serving eight cities in the
Hampton Roads region of southeastern Virginia. VNG owns and operates
approximately 155 miles of a separate high-pressure pipeline that provides
delivery of gas to customers under firm transportation agreements within
the state of Virginia. VNG also has approximately 5.0 million gallons of
propane storage capacity in its two propane facilities to supplement the
supply of natural gas during peak usage periods. The Virginia State
Corporation Commission ("VSCC") regulates VNG with respect to rates,
maintenance of accounting records and various other service and safety
matters. Applicants state that as of and for the six months ended June 30,
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2004, VNG had total assets of $736 million, total operating revenues of
$210 million and net income of $21 million.

B. AGL Nonutilities

AGL Resources also holds direct and indirect interests in nonutility
companies ("AGL Nonutilities" and together with the AGL Utilities, "AGL
Subsidiaries") whose retention has been authorized by order dated October
5, 2000 (HCAR No. 27243), ("AGL Merger Order").

C. NUl

1. Utility Subsidiaries

Applicants state that I\JUI has two public utility subsidiary companies, I\JUI
Utilities and VGDC. Through its subsidiaries, NUl operates natural gas
distribution systems and natural gas storage and pipeline businesses.

a) NUl Utilities

Applicants state that I\JUI Utilities distributes natural gas to approximately
371,000 customers in New Jersey, Florida and Maryland through its three
regulated utility divisions, Elizabethtown Gas Company ("Elizabethtown
Gas"), City Gas Company of Florida ("City Gas") and Elkton Gas. Each
division is subject to regulation by the public service commission in the
states where it operates. Applicants state that, during fiscal year 2003, the
operating revenues associated with the provision of distribution services by
NUl Utilities' regulated utility divisions was approximately $484.8 million,
representing 95% of the total operating revenues of NUL Of this amount,
85% was generated by utility operations in New Jersey, where
approximately 71 % of NUl Utilities' customers are located. Total utility gas
volumes sold or transported by such utility operations amounted to 63.7
Bcf, of which 87% was sold or transported in New Jersey.

Applicants state that NUl Utilities distributes gas through approximately
6,200 miles of steel, cast iron and plastic mains. The company has physical
interconnections with five interstate pipelines in New Jersey and a single
interstate pipeline in both Maryland and Florida. Common interstate
pipelines along the company's operating system provide the company with
the flexibility to manage pipeline capacity and supply, thereby optimizing
system utilization.

Applicants state that, through its Elizabethtown Gas and City Gas divisions,
NUl Utilities also has an appliance service, sales, leasing and financing
businesses in New Jersey and Florida. The appliance group generated
operating revenues of $11.4 million in fiscal year 2003 and had operating
margins of $3.2 million in the same period.

b) VGDC

VGDC is an indirect wholly owned public utility subsidiary of NUl and a
direct subsidiary of VGC, a holding company for certain utility and nonutility
businesses. VGDC distributes gas to approximately 275 customers in
Virginia. During fiscal year 2003, VGDC sold approximately 200.785 Mcf of
gas, of which 4% was sold to residential customers and 96% to commercial
and industrial customers.
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2. Nonutility Subsidiaries

a) NUl Capital Corp.

Applicants state that the NUl Nonutilities' businesses are carried out
primarily by NUl Capital and its subsidiaries. NUl Capital's only remaining
nonutility subsidiary with substantial continuing operations is UBS, a billing
and customer information systems and services subsidiary. Applicants state
that I\JUI's other noutility subsidiaries are winding down their operations)
These subsidiaries include: NUl Energy, an energy retailer; NUl Energy
Brokers, I\JUI's wholesale energy trading and portfolio management
subsidiary; GAS, the company's digital mapping operation; and TIC, a sales
outsourcing subsidiary that sold wireless and network telephone services.

Applicants state that UBS is a wholly owned subsidiary of NUl Capital. UBS
provides outsourced customer information systems and services to NUl
Utilities as well as investor-owned and municipal water/wastewater utilities.
UBS offers customer and utility operations information systems and
services, including account management, reporting, bill printing and
mailing, and payment processing services. UBS presently serves 13 clients.
Applicants state that UBS has been profitable in every year since 1995.

b) VGC

VGC is a natural gas storage, pipeline and distribution company with
principal operations in Southwestern Virginia. In addition to owning VGDC,
a gas utility described above, VGC operates two storage facilities; one a
high-deliverability salt cavern facility in Saltville, Virginia ("Saltville Storage
Project") and the other a depleted reservoir facility in Early Grove, Virginia.
Combined, the facilities have approximately 2.6 Bcf of working gas
capacity. VGC also owns and operates a 72-mile 8" intrastate pipeline and
serves as the construction and operations manager for the Saltville Storage
Project as discussed below. All of VGC's businesses are regulated by the
VSCC, and the Saltville Storage Project is regulated by the Federal Energy
Regulatory Commission ("FERC"). VGC, which was acquired by NUl in
March 2001, had operating margins of $8.7 million in fiscal year 2003.

c) NUISS

NUl's wholly owned subsidiary, NUISS, is a fifty-percent member of SSLLC.
SSLLC is a joint venture between subsidiaries of I\JUI and Duke Energy Gas
Transmission ("DEGT") that is developing a natural gas storage facility in
Saltville, Virginia. SSLLC plans to expand the present Saltville Storage
Project from its current capacity of 1 Bet to approximately 12 Bcf in several
phases. The Saltville Storage Project connects to DEGT's East Tennessee
Natural Gas interstate system and its Patriot pipeline. SSLLC is subject to
regulation by FERC under the Natural Gas Act.

In conjunction with the development of the Saltville Storage Project, NUl
Energy Brokers entered into a twenty-year agreement with DEGT for the
firm transportation of natural gas in the Patriot pipeline and a twenty-year
agreement with SSLLC for the firm storage of natural gas. NUl is not using
the Patriot pipeline transportation capacity at this time since it has
discontinued its trading operations.

d) NUl Storage
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NUl Storage is a wholly owned subsidiary of NUL Through its wholly owned
subsidiaries, NUl Storage has acquired options on the land and mineral
rights for property located in Richton, Perry County, Mississippi that the
company plans to develop into a natural gas storage facility to help serve
the Southeast United States. Like its companion storage facility in Saltville,
Applicants expect Richton to offer the high-deliverability capabilities of salt
dome storage for natural gas and will have access to a number of major
interstate pipelines, including Destin Pipeline and its connections to Gulf
South, Gulfstream, Florida Gas Transmission, SONAT, Tennessee l\Jatural
Gas and Transco. Through its connection to Destin Pipeline, Richton will
have direct access to the gas supplies in the Gulf of Mexico, as well as
supplies from the interconnected interstate pipelines referenced above.
Richton can also serve as a potential storage facility for the various
proposed liquefied natural gas projects in the Gulf Coast. Applicants
anticipate that Richton will be subject to FERC regulation.

3. NUl and NUl Utilities' Capital Structure

The capital structures of NUl, VGDC and I\JUI Utilities as of June 30, 2004
are shown in the tables below.
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Long-term debt

Short-term debt

Common stock

Total capitalization

NUl

($MM)

199

2944

207

$70

VGDC

% of total cap

28.4%

42.0%

29.6%

100.0%

NUl Utilities

($MM)

199

86~

224

$501

% of total cap

39.1 %

16.9 %

44.0%

100.0%

Long-term debt

Short-term debt

Common stock equity

Total capitalization

($MM)

o
( 1)1

(1)

(1)

% of total cap

o
50%

50%

100.0%

NUl and NUl Utilities state that they have the following ratings. Applicants
state that VGDC has no rated debt.

Moody's debt rating

Moody's outlook

S&P corporate credit rating

S&P outlook

NUl NUl Utilities

Caa-1 B-1

Negative Negative

BB

Credit Watch with developing implications

II. Description of the Transaction

A. The Merger

Applicants state that, on September 26, 2003, the Board of Directors of
NUl announced its intention to pursue the sale of the company. Applicants
have entered into an Agreement and Plan of Merger by and among AGL
Resources Inc., Cougar Corporation!2 and NUl Corporation, dated as of July
14, 2004 ("Merger Agreement"), under which AGL Resources has agreed to
acquire all the outstanding shares of NUl for $13.70 per share in cash, or
$220 million in the aggregate based on approximately 16 million shares
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currently outstanding. AGL Resources will assume the outstanding
indebtedness of NUl at closing. As of March 31, 2004, NUl had
approximately $607 million in debt and $136 million of cash on its balance
sheet, bringing the current net value of the acquisition to $691 million. AGL
Resources anticipates that the amount of NUl debt and cash will change
prior to the time of closing. Applicants state that NUl will register as a
holding company under the Act by filing a Notification of Registration on
Form USA upon the consummation of the Merger.

B. Financing the Merger

By order dated April 1, 2004 (HCAR No. 27828) ("Financing Order"), the
Commission authorized AGL Resources, the AGL Utilities and the AGL
Nonutilities to engage in various financing transactions in an aggregate
amount outstanding at anyone time not to exceed $5 billion through March
31, 2007. AGL Resources is not requesting additional financing
authorization to finance the purchase of NUL AGL Resources has elected to
finance the cash portion of the purchase price through the issuance of
common stock at or prior to closing if market conditions are favorable. AGL
Resources also must refinance a substantial portion of NUl and NUl Utilities'
outstanding debt upon closing, due to "change in control" provisions
included in these financings. AGL Resources expects to maintain its strong
investment-grade rating and its current dividend policy post-acquisition.
After the Merger, AGL Resources states that its' ratio of equity to total
capitalization will remain well above 30%.

Applicants state that the Financing Order provides sufficient authority for
AGL Resources to proceed in this fashion in the event that AGL Resources
were to sell common stock and not close the NUl acquisition, the proceeds
of the stock issuance would be used only for permitted corporate purposes.

C. Conditions

The transaction has been approved by NUl's shareholders, the Federal
Communications Commission, and the New Jersey Board of Public Utilities
(11\JJBPU"), the Maryland Public Service Commission ("MPSC"), and the
Virginia State Corporation Commission ("VSCC"). In addition, Applicants
state that the transaction falls under the jurisdiction of the Federal Trade
Commission ("FTC") and the Department of Justice ("DOJ") under the Hart­
Scott-Rodino Antitrust Improvement Act of 1976 ("HSR Act").Q

Applicants state that terms of the Merger Agreement also provide
negotiated conditions for the consummation of the transaction that provide,
among other things, that NUl shall have received orders approving the
transaction from the above referenced state utility commissions that
contain certain terms specified by AGL Resources, except as would not have
a material adverse effect on NUl, NUl Utilities, or AGL Resources.

D. Management and Operations Following the Merger

Applicants state that under the Merger Agreement, AGL Resources has
agreed to acquire NUl in a reverse triangular merger in which, at closing, a
newly created subsidiary of AGL Resources will merge with and into NUL
Upon the consummation of the Merger, NUl will be a wholly owned direct
subsidiary of AGL Resources. Applicants state that, upon closing NUl's
current CEO, will leave the company. AGL Resources is evaluating the
appropriate composition of NUl's senior management after closing as a part
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of the work of a combined AGL Resources and NUl transition team. The
members of the I\lUI and NUl Utilities Boards of Directors will resign and
new directors will be selected from the management of AGL Resources and
its subsidiaries. The AGL Resources Board of Directors intends to add a New
Jersey resident of significant professional stature and business qualification
to the AGL Resources Board and AGL Resources has sought to have at least
one Virginian business leader on its Board.

AGL Resources states that it is still evaluating personnel to fill key
management positions and roles at NUL AGL Resources intends to manage
and govern NUl and NUl Utilities in the same manner in which it currently
manages AGLC, CGC and VI\lG. At the corporate level, it is clear that there
is some overlap among employees at AGL Resources, NUl and NUl Utilities,
particularly in the "corporate services" area, including accounting, finance,
legal, and public relations. AGL Resources and NUl have established an
integration team that will identify redundancies that should be addressed as
AGL Resources integrates NUl's corporate management into AGL Resources'
existing management structure.

III. Affiliate Transactions

In the AGL Merger Order, the Commission approved the formation of AGL's
system service company, AGL Services, and authorized certain intrasystem
transactions. Applicants propose that NUl and the I\JUI Subsidiaries enter
into a services agreement with AGL Services under the same form of
services agreement in the AGL Merger Order.

A. AGL Services

Applicants state that AGL Services is a service company established in
accordance with section 13(b) of the Act. AGL Services provides business
services to AGL Resources and its subsidiaries including: rates and
regulatory services, internal auditing, strategic planning, external affairs,
gas supply and capacity management, legal services and risk management,
marketing, financial services, information systems and technology,
corporate services, investor relations, customer services, purchasing,
employee services, engineering, business support, facilities management
and other services, such as business development, that may be agreed
upon by the subsidiaries and AGL Services. As compensation for services,
the services agreement between the subsidiaries and AGL Services provides
for client companies to pay to AGL Services the cost of these services,
computed in accordance with the applicable rules and regulations under the
Act and appropriate accounting standards.

Applicants propose that AGL Services provide business services to I\JUI and
the NUl Subsidiaries under the same terms and conditions as AGL Services
serves the companies currently within the AGL Resources registered holding
company system, as approved by the Commission.

B. Gas Procurement and Asset Management Arrangement

NUl Utilities also proposes to enter into a three year gas procurement and
asset management arrangement with a subsidiary of AGL Resources,
Sequent Energy Management ("Sequent"). Sequent provides gas
procurement and transportation and storage capacity asset management
services to AGLC, VNG and CGC under arrangements with the respective
state commissions with jurisdiction over AGLC, VNG and CGc.Z Under these
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arrangements, Sequent provides commodity gas, including related
procurement services, and also acts as agent for AGLC, VNG and CGC in
connection with transactions for gas transportation and storage capacity.
Sequent proposes to provide similar services to NUl Utilities and VGDC
subject to the approval of the NJBPU and the VScc.

The asset management model that Sequent employs provides for revenue
sharing between the asset manager and AGLC, VI'lG and CGC's ratepayers.
Applicants state that under its current arrangements with AGLC, VNG and
CGC, Sequent contributed approximately $9.9 million to customers in 2003.

C. Billing Services

NUl Utilities currently has an Agreement for Billing Services, dated February
18, 2004, with UBS under which UBS provides NUl Utilities with certain
billing related services using l'lUI Utilities' customer information system and
certain other data center services on UBS' mainframe computer, including
operating systems related to NUl Utilities' work order management, leak
management, meter management, time entry and field services. The
agreement is effective until March 31, 2007, but may be terminated by l'lUI
Utilities with 180 days prior written notice. This agreement has been
approved by the I'lJBPU.

Applicants state that UBS charges NUl Utilities market rates for the
provision of these services, however, after closing, AGL Resources proposes
to cause UBS and NUl Utilities to amend the agreement to require the
services to be provided to NUl Utilities at UBS' cost. Prior to implementing
such amendment, however, AGL Resources must determine whether a
change in the pricing standard to terms more favorable to NUl Utilities
would trigger contractual obligations to provide cost-based pricing to UBS'
unaffiliated customers. In addition, if NJBPU approval of the amended
contract is required, AGL Resources must seek this authorization before
restructuring the contract between UBS and NUl Utilities. As a result, AGL
Resources requests a temporary exception to the "at cost" provisions of
section l3(b) of the Act and the applicable rules for two years to provide
adequate time to restructure this contract. Applicants state that it is
possible that at the end of the two-year period AGL Resources will be able
to restructure all of UBS' existing contracts so that it may consolidate UBS
with NUl Utilities.

D. Construction and Management Services

VGC provides construction and operations management services to SSLLC
through its wholly owned subsidiary, Virginia Gas Pipeline Company
("VGPC"). Applicants state that VGPC serves as the construction and
operations manager to SSLLC, under an agreement ("Operating
Agreement"), dated August 15, 2001. Under the terms of the Operating
Agreement, SSLLC reimburses VGPC for the costs it incurs to construct,
maintain and operate SSLLC's facilities, including VGPC's administration and
labor costs.

IV. Rule 16 Exemption

SSLLC, a 50% joint venture between NUl Saltville Storage and Duke
Energy Gas Transmission, is developing a natural gas storage facility in
Saltville, Virginia. SSLLC will not have more than 50% of its voting
securities controlled by a registered holding company. Applicants assert
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that SSLLC is entitled to an exemption from the obligations, duties and
liabilities imposed upon it under rule 16 under the Act as a subsidiary or
affiliate of a registered holding company. Applicants request that the
Commission authorize AGL Resources to acquire NUl's interest in SSLLC
under sections 9(a)(1) and 10. The exemption under rule 16 will permit
SSLLC to continue to operate in accordance with its usual practice without
the need for additional authorization under the Act.

V. Tax Allocation Agreement

By order dated December 23, 2003 (HCAR No. 27781), the Commission
authorized AGL Resources' tax allocation agreement. AGL Resources
proposes to add NUl and the NUl Subsidiaries to the existing tax allocation
arrangements for the AGL Resources system.

VI. Section 3(a)(1) Exemption Request for VGC

Applicants state that VGC and its only utility subsidiary, VGDC, carryon
their utility operations exclusively within Virginia where each company is
incorporated. Applicants state that after the Merger, VGC and VGDC, will
remain predominantly intrastate in character and carryon their business
substantially within Virginia. Applicants request that the Commission issue
an order under section 3(a)(1) of the Act providing that VGC and each of its
subsidiary companies, will be exempt from all provisions of the Act, except
section 9(a)(2). VGC will remain jurisdictional as a subsidiary of a
registered holding company. Applicants state that the VSCC will continue to
have jurisdiction and authority over all of VGDC's rates, services and
operations following the acquisition.

VII. Financing Authority

Applicants request authority for NUl and the NUl Subsidiaries, after the
consummation of the Merger, to engage in the various financing
transactions described below through March 31, 2007 ("Authorization
Period"). Applicants state that financings by NUl and the NUl Subsidiaries
will be subject to the following limitations ("Financing Limitations"):

A. Financing Limitations

1. Use of Proceeds

Applicants state that the proceeds from the sale of securities in these
financing transactions will be used for general corporate purposes, including
the financing, in part, of the capital expenditures and working capital
requirements of NUl and its subsidiaries, for the acquisition, retirement or
redemption of securities previously issued by I\JUI or the NUl Subsidiaries,
and for authorized investments in companies organized in accordance with
rule 58 under the Act, and for other lawful purposes.

2. Maturity

The maturity of long-term debt will be between one and 50 years. Short­
term debt will mature within one year.

3. Common Equity Ratio
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NUl Utilities and VGDC, on an individual basis, will maintain common stock
equity of at least 30% of total capitalization as shown in its most recent
quarterly balance sheet.

B. NUl Securities

l'lUI requests authorization to issue and sell debt and equity securities to
AGL Resources and/or AGL Resources' financing subsidiaries as necessary
to finance the authorized and permitted businesses of NUl and the l'lUI
Subsidiaries. In particular, NUl requests authorization to issue
intercompany notes to AGL Resources or AGL Resources' financing
subsidiaries in connection with the refinancing of NUl's pre-Merger
indebtedness. Applicants state that at the close of the Merger, NUl's
existing credit facilities, under which it has apprOXimately $275 million
outstanding, will terminate and the outstanding amounts will become due.
NUl states that intercompany notes would be issued by NUl in an amount
at anyone time outstanding of up to $285million, which amount will
refinance NUl's pre-Merger indebtedness.a Applicants state that the
intercompany note will have a 30-year term and can be repaid at anytime
by NUl prior to its maturity. Applicants state that the length of term of the
note is consistent with the character of NUl's assets; provides it with an
adequate capital structure and appropriate liquidity and otherwise
maintains its ability to meet its other obligations. NUl states that it would
not issue debt or equity securities to third-party, unaffiliated entities post­
Merger without seeking subsequent Commission authorization. NUl also
requests authorization to acquire the securities of its direct and indirect
subsidiaries and to extend credit to these subsidiaries for purposes of
financing these companies' authorized and permitted businesses in an
aggregate amount outstanding during the Authorization Period not to
exceed $300 million.

C. NUl Utilities and VGDC Debt Securities

Applicants request authorization for l'lUI Utilities and VGDC to (a) enter
into, perform, purchase and sell Hedging Instruments; (b) to issue short­
term debt consisting of unsecured borrOWings under the utility money pool
("Utility Money Pool"), at anyone time outstanding during the Authorization
Period subject to the Utility Short-Term Debt Limit defined below.

In this Application, Applicants request authorization for NUl Utilities and
VGDC to make up to $600 million and $250 million, respectively, of
borrowings under the Utility Money Pool ("Utility Short-Term Debt Limit").
This level of short term financing authorization is necessary to assure that
NUl Utilities and VGDC have adequate working capital to finance the
acquisition of gas supply, particularly in the current high-cost gas market.

NUl Utilities also requests authorization to issue intercompany notes to AGL
Resources or a financing subsidiary thereof in connection with the
refinancing of NUl Utilities' pre-Merger indebtedness. Intercompany notes
would be issued by NUl Utilities in an amount at anyone time outstanding
of up to $275 million, respectively. (The intercompany notes issued by NUl
Utilities would be for terms longer than one year and accordingly such
issuances would not count against the $600 million short-term debt limit
stated above.) At the time of closing, NUl Utilities will have approximately
$260 million of pre-IVlerger debt outstanding. This indebtedness is made up
of $150 million of unsecured indebtedness under an existing credit facility,
which terminates at closing; $75 million of secured indebtedness under a
seasonal credit facility (which terminates at closing); apprOXimately $30MM
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of settlement payments to ratepayers pursuant to settlement agreements
with various state regulatory agencies (which becomes due at or around
closing). At closing, NUl Utilities will also have $200 million of indebtedness
to third parties under its existing revenue bonds, which will remain
outstanding after closing. AGL Resources is evaluating the economics of
refinancing an additional amount of debt issued by NUl Utilities in the
amount of approximately $200 million. The refinancing of this amount, if
consummated, and the post-I"lerger financing of NUl Utilities with securities
other than short-term debt would be conducted on an exempt basis under
Rule 52(a) through the sale of securities by I\lUI Utilities, pursuant to NJBPU
authorization, externally to third parties or on an intercompany basis. The
intercompany note will have a 30-year term and can be repaid at anytime
by NUl Utilities prior to its maturity. The long term of the note is consistent
with the character of I\lUI Utilities' assets; provides it with an adequate
capital structure and appropriate liquidity and otherwise maintains its ability
to meet its other obligations

VIII. NUl Utilities' Intercompany Note

NUl Utilities requests authorization to issue intercompany notes to AGL
Resources or a financing subsidiary of AGL Resources in connection with the
refinancing of NUl Utilities pre-Merger indebtedness)! Applicants state that
NUl Utilities would issue intercompany notes in an amount at anyone time
outstanding of up to $275 million. Applicants request that the intercompany
notes issued by NUl Utilities be for terms longer than one year and
accordingly the intercompany note would not count against the NUl
Utilities' Short-Term Debt stated above. Applicants state that, at the time of
closing, NUl Utilities will have approximately $260 million of pre-Merger
debt outstanding. This indebtedness is made up of $150 million of
unsecured indebtedness under an existing credit facility, which terminates
at closing; $75 million of secured indebtedness under a seasonal credit
facility (which terminates at closing); approximately $35 million of
settlement payments to ratepayers under settlement agreements with
various state regulatory agencies (which becomes due at or around
closing). At closing, NUl Utilities will also have $200 million of indebtedness
to third parties under its existing revenue bonds, which will remain
outstanding after closing. AGL Resources states that it is evaluating the
economics of refinancing an additional amount of debt issued by NUl
Utilities in the amount of approximately $200 million. Applicants state that
the refinancing of this amount, if consummated, and the post-Merger
financing of NUl Utilities with securities other than short-term debt would
be conducted on an exempt basis under rule 52 (a) through the sale of
securities by NUl Utilities, under NJBPU authorization, externally to third
parties or on an intercompany basis. Applicants state that the intercompany
note will have a 30-year term and can be repaid at anytime by NUl Utilities
prior to its maturity. Applicants state that the length of the term of the note
is consistent with the character of NUl Utilities' assets; provides it with an
adequate capital structure and appropriate liquidity and otherwise
maintains its ability to meet its other obligations.

A. Authorization and Operation of the Money Pools

Applicants request authorization for NUl Utilities and VGDC to participate in
AGL Resources' Utility Money Pool and to make unsecured short-term
borrowings from the Utility l"loney Pool, to contribute surplus funds to the
Utility Money Pool, lend and extend credit to, and acquire promissory notes
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from, one another through the Utility Money Pool subject to the Financing
Limiations.

Specifically, Applicants state that the Utility Money Pool funds are available
for short-term loans to the Utility Money Pool participants from time to time
through: (i) surplus funds in the treasuries of participants and (ii) proceeds
received by the Utility Money Pool participants from the sale of commercial
paper and borrowings from banks ("External Funds"). Funds are made
available from sources in the order that AGL Services, as the administrator
under the Utility Money Pool Agreement, determines would result in a lower
cost of borrowing compared to the cost that would be incurred by the
borrowing participants individually in connection with external short-term
borrowings, consistent with the individual borrowing needs and financial
standing of Utility Money Pool participants that invest funds in the Utility
Money Pool.

Each Utility Money Pool borrower ("Utility Borrower") which borrows
through the Utility Money Pool will borrow pro rata from each Utility Money
Pool participant that invests surplus funds, in the proportion that the total
amount invested by the Utility Money Pool participant bears to the total
amount then invested in the Utility Money Pool. The interest rate charged to
Utility Borrowers on borrowings under the Utility Money Pool is equal to AGL
Resources' actual cost of external short-term borrowings and the interest
rate paid on loans to the Utility Money Pool is a weighted average of the
interest rate earned on loans made by the Utility Money Pool and the return
on excess funds earned from the investments described below. The interest
income and investment income earned on loans and investments of surplus
funds is allocated among those Utility Money Pool participants that have
invested funds in accordance with the proportion each participant's
investment of funds bears to the total amount of funds invested in the
Utility Money Pool. Applicants state that borrowings through the Utility
Money Pool by I\JUI Utilities would be limited to $600 million and borrowings
by VGDC would be limited to $250 million at anyone time outstanding.

Funds not required by the Utility Money Pool to make loans (with the
exception of funds required to satisfy the Utility Money Pool's liquidity
requirements) are ordinarily invested in one or more short-term
investments, including: (i) obligations issued or guaranteed by the U.S.
government and/or its agencies and instrumentalities; (ii) commercial
paper; (iii) certificates of deposit; (iv) bankers' acceptances; (v) repurchase
agreements; (vi) tax exempt notes; (vii) tax exempt bonds; (viii) tax
exempt preferred stock and (ix) other investments that are permitted by
section g(c) of the Act and rule 40 under the Act.

Each Utility Borrower receiving a loan through the Utility Money Pool is
required to repay the principal amount of the loan, together with all interest
accrued, on demand and in any event within one year after the date of the
loan. All loans made through the Utility Money Pool may be prepaid by the
borrower without premium or penalty and without prior notice.

In the Financing Order, AGL Resources and the AGL Nonutility Subsidiaries
were granted authorization to operate a nonutility money pool ("Nonutility
Money Pool"), and the AGL Nonutility Subsidiaries were authorized to make
unsecured short-term borrowings from the Nonutility Money Pool, to
contribute surplus funds to the Nonutility Money Pool, and to lend and
extend credit to, and to acquire promissory notes from, one another
through the Nonutility Money Pool subject to the terms and conditions set
forth in the Financing Order. Applicants request that, following the Merger,
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the I\lUI Nonutilities be authorized to participate in the Nonutility Money
Pool under the same terms and conditions as the AGL Nonutility
Subsidiaries.

AGL Resources and NUl would continue to contribute surplus funds and to
lend and extend credit to the Utility Money Pool and the Nonutility Money
Pool. AGL Resources and NUl will not borrow from either the Utility Money
Pool or the Nonutility Money Pool. AGL Services will continue to serve as
administrator for both the Utility Money Pool and the l\lonutility Money Pool
and will provide the administrative services at cost.

B. Guarantees

Applicants request authorization for AGL Resources to guarantee the
obligations of NUl and the NUl Subsidiaries. In addition, Applicants request
authority for NUl, NUl Utilities, VGC and VGDC to enter into guarantees,
obtain letters of credit, enter into expense agreements or provide credit
support with respect to obligations of their subsidiaries ("Guarantees")
subject to the Financing Limitations in the amount of $150 million and $100
million with respect to NUl Utilities and VGDC, and in the amount of $300
million and $75 million with respect to NUl and VGc. These Guarantees
may take the form of, among others, direct guarantees, reimbursement
undertakings under letters of credit, "keep well" undertakings, agreements
to indemnify, expense reimbursement agreements, and credit support with
respect to the obligations of the subsidiary companies as may be
appropriate to enable the system companies to carryon their respective
authorized or permitted businesses. Applicants state that any Guarantee
that is outstanding at the end of the Authorization Period will remain in
force until it expires or terminates in accordance with its terms. Certain
Guarantees may be in support of obligations that are not capable of exact
quantification. In these cases, for purposes of measuring compliance with
the appropriate Guarantee limit the exposure under a Guarantee would be
determined by appropriate means, including estimation of exposure based
on potential payment amounts. If appropriate, Applicants state that these
estimates will be made in accordance with Generally Accepted Accounting
Principles and this estimation will be reevaluated periodically. Applicants
request that NUl and the NUl Subsidiaries be charged a fee for any
Guarantee provided on its behalf that is not greater than the cost, if any,
incurred by the guarantor in obtaining the liquidity necessary to perform
the Guarantee for the period of time the Guarantee remains outstanding.

c. Hedges

Applicants request authorization for NUl Utilities, VGC and VGDC to enter
into, perform, purchase and sell financial instruments intended to manage
the volatility of interest rates, including but not limited to interest rate
swaps, caps, floors, collars and forward agreements or any other similar
agreements ("Hedging Instruments"). Hedging Instruments, in addition to
the foregoing sentence, may also include the issuance of structured notes
(i.e., a debt instrument in which the principal and/or interest payments are
indirectly linked to the value of an underlying asset or index), or
transactions involving the purchase or sale, including short sales, of U.S.
Treasury or agency (e.g., Federal National Mortgage Association)
obligations or London Inter-Bank Offer Rate-based swap instruments.
These companies would employ Hedging Instruments only as a means of
prudently managing the risk associated with any of its outstanding debt
issued on an exempt basis under Rule 52 by, in effect, synthetically (i)
converting variable-rate debt to fixed-rate debt; (ii) converting fixed rate
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debt to variable rate debt; (iii) limiting the impact of changes in interest
rates resulting from variable-rate debt; and (iv) providing an option to
enter into interest rate swap transactions in future periods for planned
issuances of debt securities. In no case will the notional principal amount of
any Hedging Instrument exceed that of the underlying debt instrument and
related interest rate exposure. Thus, these companies will not engage in
"leveraged" or "speculative" transactions. The underlying interest rate
indices of such Hedging Instrument will closely correspond to the
underlying interest rate indices of the companies' debt to which such
Hedging Instrument relates. Off-exchange Hedging Instruments would be
entered into only with counterparties whose senior debt ratings are
investment grade as determined by anyone of Standard & Poor's, Moody's
Investors Service, Inc. or Fitch IBCA, Inc. ("Approved Counterparties").

In addition, Applicants request authorization for NUl Utilities, VGC and
VGDC to enter into Hedging Instruments with respect to anticipated debt
offerings ("Anticipatory Hedges"), subject to certain limitations and
restrictions and only in connection with debt issued on an exempt basis
under Rule 52. Anticipatory Hedges would only be entered into with
Approved Counterparties, and would be used to fix and/or limit the interest
rate risk associated with any new issuance through (i) a forward sale of
exchange-traded Hedging Instruments ("Forward Sale"); (ii) the purchase
of put options on Hedging Instruments ("Put Options Purchase"); (iii) a Put
Options Purchase in combination with the sale of call options on Hedging
Instruments ("Zero Cost Collar"); (iv) transactions involving the purchase
or sale, including short sales, of Hedging Instruments; or (v) some
combination of a Forward Sale, Put Options Purchase, Zero Cost Collar
and/or other derivative or cash transactions, including, but not limited to
structured notes, caps and collars, appropriate for the Anticipatory Hedges.

Hedging Instruments may be executed on-exchange ("On-Exchange
Trades") with brokers through the opening of futures and/or options
positions traded on the Chicago Board of Trade, the opening of over-the­
counter positions with one or more counterparties ("Off-Exchange Trades"),
or a combination of On-Exchange Trades and Off-Exchange Trades. The
companies will determine the optimal structure of each Hedging Instrument
transaction at the time of execution.

Applicants state that they will comply with Statement of Financial
Accounting Standards ("SFAS") 133 ("Accounting for Derivative
Instruments and Hedging Activities"), SFAS 138 ("Accounting for Certain
Derivative Instruments and Certain Hedging Activities") or other standards
relating to accounting for derivative transactions as are adopted and
implemented by the Financial Accounting Standards Board ("FASB").
Applicants state that Hedging Instruments will qualify for hedge accounting
treatment under the current FASB standards in effect and as determined at
the date Hedging Instruments are entered into.

D. Changes in Capital Stock of Wholly-Owned Subsidiaries

Applicants request authorization to change the terms of the authorized
capital stock of NUl and any wholly owned subsidiary of NUl authorized
capital stock by an amount deemed appropriate by AGL Resources or other
intermediate parent company subject to the following conditions. A wholly
owned subsidiary will be able to change the par value, or change between
par value and no-par stock, without additional Commission approval. Any
action by NUl Utilities or VGDC would be subject to and would only be
taken upon the receipt of any necessary approvals by the state commission
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in the state or states where the utility subsidiary is incorporated and doing
business. In addition, NUl Utilities and VGDC will maintain, during the
Authorization Period, a common equity capitalization of at least 30%.

E. Payment of Dividends Out of Capital or Unearned Surplus

Applicants request authorization for NUl and the NUl Nonutilities to pay
dividends from time to time through the Authorization Period, out of capital
and unearned surplus. Applicants state that NUl and the NUl Nonutilities
will not declare or pay any dividend out of capital or unearned surplus
unless it: (i) has received excess cash as a result of the sale of some or all
of its assets; (ii) has engaged in a restructuring or reorganization and/or
(iii) is returning capital to an associate company. In addition, NUl or an NUl
Nonutility would only declare or pay dividends to the extent permitted
under applicable corporate law and state or national law applicable in the
jurisdiction where each company is organized, and any applicable financing
covenants.

Applicants request that the Commission reserve jurisdiction over NUl
Utilities' payment of dividends out of capital and unearned surplus in an
amount up to its pre-merger retained earnings.

Applicants represent that NUl Utilities will not declare or pay any dividend
out of capital or unearned surplus in contravention of any law restricting
the payment of dividends. I\lUI Utilities also will comply with the terms of
any credit agreements and indentures that restrict the amount and timing
of distributions to shareholders. NUl Utilities would not pay dividends out of
capital or unearned surplus if to do so would cause its equity to decline to
less than 30% of total capitalization.

IX. Intermediate Subsidiaries

Applicants request authorization for I\lUI to acquire, directly or indirectly,
the securities of one or more entities ("Intermediate Subsidiaries"), which
would be organized exclusively for the purpose of acquiring, holding and/or
financing the acquisition of the securities of or other interest in one or more
exempt wholesale generators, as that term is defined in section 32 of the
Act ("EWGs"), foreign utility companies as that term is defined in section 33
of the Act ("FUCOs"), companies exempt under rule 58 ("Rule 58
Companies"), exempt telecommunications companies, as that term is
defined under section 34 of the Act, ("ETCs") or other non-exempt
nonutility subsidiaries. These Intermediate Subsidiaries may also engage in
certain administrative activities ("Administrative Activities") and
development activities ("Development Activities").

Administrative Activities include ongoing personnel, accounting,
engineering, legal, financial and other support activities necessary to
manage investments in nonutility subsidiaries. Development Activities are
limited to due diligence and design review; market studies; preliminary
engineering; site inspection; preparation of bid proposals, including, in
connection therewith, posting of bid bonds; application for required permits
and/or regulatory approvals; acquisition of site options and options on
other necessary rights; negotiation and execution of contractual
commitments with owners of existing facilities, equipment vendors,
construction firms, and other project contractors; negotiation of financing
commitments with lenders and other third-party investors; and other
preliminary activities that may be reqUired in connection with the purchase,
acquisition, financing or construction of facilities, or the acquisition of
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securities of or interests in new businesses.

An Intermediate Subsidiary may be organized, among other things: (i) to
facilitate the making of bids or proposals to develop or acquire an interest
in any EWG, FUCO, Rule 58 Company, ETC or other nonutility subsidiary;
(ii) after the award of a bid proposal, to facilitate closing on the purchase or
financing of an acquired company; (iii) at any time subsequent to the
consummation of an acquisition of an interest in any such company to,
among other things, effect an adjustment in the respective ownership
interests in such business held by NUl and non-affiliated investors; (iv) to
facilitate the sale of ownership interests in one or more acquired non-utility
companies; (v) to comply with applicable laws of foreign jurisdictions
limiting or otherwise relating to the ownership of domestic companies by
foreign nationals; (vi) as a part of tax planning in order to limit NUl's
exposure to taxes; (vii) to further insulate NUl, NUl Utilities and VGDC from
operational or other business risks that may be associated with investments
in non-utility companies or (viii) for other lawful business purposes.

Investments in Intermediate Subsidiaries may take the form of any
combination of the following: (i) purchases of capital shares, partnership
interests, member interests in limited liability companies, trust certificates
or other forms of equity interests; (ii) capital contributions; (iii) open
account advances with or without interest; (iv) loans and (v) guarantees
issued, provided or arranged in respect of the securities or other obligations
of any Intermediate Subsidiaries. Funds for any direct or indirect
investment in any Intermediate Subsidiary will be derived from: (i)
financings authorized in this proceeding; (ii) any appropriate future debt or
equity securities issuance authorization obtained by NUl from the
Commission and (iii) other available cash resources, including proceeds of
securities sales by the NUl Nonutilities under rule 52. To the extent that
NUl provides funds or Guarantees directly or indirectly to an Intermediate
Subsidiary that are used for the purpose of making an investment in any
EWG, FUCO or Rule 58 Company, the amount of the funds or Guarantees
are included in NUl's "aggregate investment" in these entities, as calculated
in accordance with rule 53 or rule 58, as applicable. AGL Resources
requests that its authorization, in the Financing Order, to make
expenditures on Development Activities, as defined above, in an aggregate
amount of up to $600 million be extended to include the NUl Nonutilities.

Applicants state that neither AGL Resources nor any of its subsidiaries
presently has an interest in any EWG or FUCO.

x. Reorganization

AGL Resources and NUl request authorization to consolidate or otherwise
reorganize all or any part of its direct and indirect ownership interests in
the NUl Nonutilities, and the activities and functions related to these
investments. To effect any consolidation or other reorganization, AGL
Resources or NUl may wish to merge or contribute the equity securities of
one \\JUI l\Jonutility to another NUl \\Jonutility (including a newly formed
Intermediate Subsidiary) or sell (or cause a nonutility subsidiary to sell) the
equity securities or all or part of the assets of one nonutility subsidiary to
another one. To the extent that these transactions are not otherwise
exempt under the Act or or applicable rules, AGL Resources and NUl
request authorization to consolidate or otherwise reorganize under one or
more direct or indirect Intermediate Subsidiaries, their ownership interests
in existing and future NUl Nonutility. These transactions may take the form
of a nonutility subsidiary selling, contributing, or transferring the equity
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securities of a subsidiary or all or part of a subsidiary's assets as a dividend
to an Intermediate Subsidiary or to another nonutility subsidiary, and the
acquisition, directly or indirectly, of the equity securities or assets of the
subsidiary, either by purchase or by receipt of a dividend. The purchasing
nonutility subsidiary in any transaction structured as an intrasystem sale of
equity securities or assets may execute and deliver its promissory note
evidencing all or a portion of the consideration given. Each transaction will
be carried out in compliance with all applicable laws and accounting
requirements.

XI. Retention of Nonutility Subsidiaries

Applicants state that Exhibit J-1 to the Application and attached as an
appendix to this order describes AGL Resources' current plans for retaining
or divesting each of the NUl Nonutilities and discusses the legal basis for
retention where applicable. Applicants state that numerous NUl Nonutilities
will be wound down, liquidated or dissolved. AGL Resources will endeavor
to wind down, liquidate or dissolve these investments by December 31,
2007, giving due regard for the need to insulate the rest of the AGL
Resources group from any liabilities or obligations that may be associated
with these companies. Applicants state that, to the extent any entity listed
in Exhibit J-1 is not wound down, liquidated or dissolved by December 31,
2007, AGL Resources will request authority through a post effective
amendment to this application to continue to retain the entities as
necessary.

In addition, AGL Resources seeks authorization to retain UBS and for UBS
to continue to provide services to NUl Utilities under its current
arrangement not to exceed two years after the date of the order
authorizing this acquisition. Specifically, AGL Resources intends to maintain
the existing services arrangements between UBS and NUl Utilities for two
years after the date of the SEC's order granting this Application. During
that time, AGL Resources will endeavor to either restructure the existing
UBS services agreements with NUl Utilities so that services thereunder may
be provided at cost (provided that such modification is practicable given
UBS' other contractual arrangements), or would otherwise endeavor to
consolidate the applicable portions of UBS's current operations into NUl
Utilities. If necessary, at the end of the two year period, AGL Resources will
submit a post effective amendment to this application seeking to extend
this authorization.

Applicants state that UBS' operating revenues and operating margins were
$6.1 million and $3.6 million, respectively, in fiscal year 2003. UBS
provides customer information systems and services to investor-owned and
municipal utilities, as well as third party providers in the water, wastewater
and gas markets. A customer information system developed and
maintained by USB is presently serving 13 clients in support of more than
1.5 million customers. UBS provides billing and payment processing
services to NUl Utilities under a service agreement approved by the NJBPU.
Applicants state that in June 2003 NUl approved a plan to sell UBS.
However, the September 2003 decision to sell NUl reduced the probability
that a sale of UBS would occur, given that there was no guarantee that
UBS' largest customer, NUl Utilities, would maintain a long-term
relationship with UBS after the sale. After the acquisition, Applicants expect
that the activities of LlBS would be folded into NUl Utilities or replaced.

XII. NUl Reporting
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NUl will register as a holding company under the Act by filing a Notification
of Registration on Form USA upon the consummation of the Merger.
Thereafter NUl will join AGL Resources in the filing of a joint Annual Report
on Form U5S on or before May 1, 2005 and annually thereafter. NUl
requests that the Commission find under Section 5(b) and Rule 20(a)(3)
that the joint AGL Resources - NUl Annual Report on Form U5S filed on or
before May 1, 2005 may also serve as NUl's Registration Statement on
Form USB, given that both the Annual Report and the Registration
Statement would cover NUl's position at the close of the year 2004 and
contain substantially equivalent information about NUl's subsidiaries,
investments, financings, directors, affiliate transactions, and other matters.
It would be duplicative to cause NUl to file a separate Registration
Statement on Form USB within 90 days of the Merger and NUl's registration
under the Act, and then cause NUl to provide largely similar information
only a few months later in the joint Annual Report on Form U5S. As
required by Item 10 of Form U5S, the joint Annual Report on Form U5S
would include consolidating financial statements for AGL Resources and
each of its subsidiary companies, including NUl and its subsidiaries. In
addition, Applicants will commit to provide as a supplement to the Form
U5S submission any information required by Form USB that the
Commission staff deems necessary or appropriate for the combined filing.

XIII. Discussion

The proposed transactions requires the Commissions prior approval under
sections 3(a)(1), 5, 6(aL 7, 9(aL 10, 11, 12(bL 12(c) and 13(b) of the Act
and rules 16, 43, 45, 46, 54, 88, 90 and 91 under the Act. We have
reviewed the proposed transactions and find that the requirements of the
Act are satisfied. The effect of the Merger on AGL Resources and the
benefits of the Merger to NUl are discussed below.

The Commission may not approve the Merger if it determines, under
Section 10(b)(3L that the acquisition will unduly complicate the capital
structure of AGL Resources or will be detrimental to the public interest or
the interest of investors or consumers or the proper functioning of the
holding-company system. Applicants assert that, for the reasons given
below, there is no basis for the Commission to make either of these
negative findings concerning the Merger.

The capital structure of AGL Resources after the transaction will not be
unduly complicated and will be substantially unchanged from AGL
Resources' capital structure prior to the completion of the transaction. The
proposed acquisition is of manageable size and hence credit neutral to AGL
Resources. NUl will represent approximately 20% of the combined
company. AGL Resources can finance this acquisition without significant
pressure on its balance sheet or credit rating. Applicants note that the
transaction is limited in scope and should strengthen AGL Resources'
financial performance in the near term. NUl's current financial difficulties
have arisen from issues related to mismanagement of utility assets,
including unsuccessfully executed diversification strategies; downgrades in
I\JUI and NUl Utilities' credit ratings; the related high cost debt and gas
commodity purchases and subsequent regulatory audits, investigations and
in some cases criminal indictments. Regardless of these difficulties, NUl's
utility businesses are fundamentally sound. Applicants state that the
nonutility businesses that gave rise to NUl's financial difficulties have been
wound down and will soon be divested or closed. Further, I\JUI, and
eventually AGL Resources, will continue implementing procedures that will
address NUl's prior mismanagement of accounts and controls and internal
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audit issues.

The pro forma capitalization further demonstrates that the combination
would not result in a complex or unsound capital structure. In this regard,
the Commission is concerned that there be an adequate level of equity in
the top level holding company and each utility in the system. The combined
entity will have in excess of 42% common equity as a percentage of total
capitalization, well in excess of the Commission's traditional minimum 30%
common equity standard. JQ

XIV. Rule 24 Certificates

NUl states that it will register as a holding company under the Act by filing
a Notification of Registration on Form USA upon the consummation of the
Merger. NUl will join AGL Resources in the filing of a joint Annual Report on
Form USS on or before May 1, 2005 and annually thereafter. NUl requests
that the Commission find under section S(b) and rule 20(a)(3) that the joint
AGL Resources - NUl Annual Report on Form USS filed on or before May 1,
2005 may also serve as NUl's Registration Statement on Form USB. As
required by Item 10 of Form USS, the joint Annual Report on Form USS will
include consolidating financial statements for AGL Resources and each of its
subsidiary companies, including NUl and the NUl Subsidiaries after the
Merger. In addition, Applicants commit to provide as a supplement to the
Form USS submission any information required by Form USB that the
Commission staff deems necessary or appropriate for the combined filing.

AGL Resources also proposes to integrate the NUl and the NUl Subsidiaries
into the quarterly reports it files according to the Financing Order.

Beginning with the rule 24 certificate that is due to be filed in the Financing
Order 60 days after the end of the calendar quarter in which the Merger is
consummated, AGL Resources' rule 24 certificates will also include the
information specified below with respect to NUl and the NUl Subsidiaries.

1. If sales of common stock by AGL Resources are reported, the
purchase price per share and the market price per share at the date
of the agreement of sale and the aggregate amount of common stock
outstanding during the Authorization Period;

2. The total number of shares of AGL Resources' common stock issued
or issuable pursuant to options granted during the quarter under
employee benefit plans and dividend reinvestment plans including
any employee benefit plans or dividend reinvestment plans hereafter
adopted and the total number of shares of AGL Resources' common
stock issued or issuable pursuant to options outstanding during the
Authorizatio n Period;

3. If AGL Resources' common stock has been transferred to a seller of
securities of a company being acquired, the number of shares so
issued, the value per share and whether the shares are restricted in
the hands of the acquirer;

4. If a guarantee is issued during the quarter, the name of the
guarantor, the name of the beneficiary of the guarantee and the
amount, terms and purpose of the guarantee, and the total amount of
guarantees issued and outstanding during the Authorization Period;

5. The amount and terms of any financings consummated by AGLC,
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CGC, VNG, NUl Utilities or VGDC that are not exempt under rule 52,
and the total amount of such financings outstanding of each of AGLC,
CGC, VNG, NUl Utilities and VGDC during the Authorization Period;

6. If any of AGL Resources' subsidiaries (including the NUl Group
companies) are Variable Interest Entities ("VIEs") as that term is
used in FASB Interpretation 46R, Consolidation of Variable Interest
Entities, provide a description of any financing transactions conducted
during the reporting period that were used to fund such VIEs;

7. If any financing proceeds are used for VIEs, a description of the
accounting for such transaction under FASB Interpretation 46R;

8. A list of U-6B-2 forms filed with the Commission during the quarter,
including the name of the filing entity and the date of filing;

9. Consolidated balance sheets as of the end of the quarter and
separate balance sheets as of the end of the quarter for each
company, including AGL Resources, that has engaged in utility money
pool transactions during the quarter;

10. Future registration statements filed under the 1933 Act with respect
to securities issuances that are the subject of the Application will be
filed or incorporated by reference as exhibits to the next certificate
filed pursuant to rule 24;

11. A table showing, as of the end of the quarter, the dollar and
percentage components of the capital structure of AGL Resources on
a consolidated basis, and each of AGLC, CGC, VNG, I\JUI Utilities and
VGDC;

12. A retained earnings analysis of AGL Resources on a consolidated basis
and for each of AGLC, CGC, VNG, NUl Utilities and VGDC detailing
gross earnings, goodwill amortization, dividends paid out of capital
surplus, and the resulting capital account balances at the end of the
quarter;

13. Certain financial information regarding AGLC, CGC, VNG, VGDC, NUl
Utilities, Elizabethtown Gas, Elkton Gas and City Gas as follows:
revenues, cost of goods sold, operating income, interest, taxes,
amortization, net income, fixed assets, current assets and total assets
and

14. AGL Resources will report on the progress of winding down and
dissolving, merging or selling certain NUl Nonutility Subsidiaries
identified in Exhibit J-1 of this Application.

xv. Rule 54 Analysis

Applicants state that neither AGL Resources nor any of its subsidiaries
presently has or will have after the consummation of the Merger an interest
in any EWG or FUCa.

XVI. Fees and Jurisdiction

Applicants state that fees and commissions associated with the completion
of the transaction amount to $23.6 million. Applicants state that the states

http://www.sec.gov/divisions/investment/opur/filing/35-27917.htm

Page 20 of 22

1/18/2008



AUL Resources, Inc. et al; Rei. No. 35-27917 / November 24,2004

of New Jersey, Florida, Maryland and Virginia have jurisdiction over and
have approved the transaction. Applicants further state that New Jersey
approved the transaction on November 9, 2004, Maryland approved the
transaction on October 27, 2004 and Virginia approved the transaction on
October 29, 2004. In addition, Applicants state that the transaction falls
under the jurisdiction of the FTC and the DOJ under the HSR Act. Applicants
state that on August 5, 2004, the parties filed their notification and report
forms under the HSR Act with the FTC and the Antitrust Division of the DOJ
and the waiting period terminated on September 7, 2004. Applicants
further state that the transaction falls under the jurisdiction of the Federal
Communications Commission because NUl and the NUl Subsidiaries own
communications licenses which are jurisdictional under the Communications
Act of 1934. Applicants state that on October 27, 2004, the FCC issued
public notice of its grant of the transfer of control applications.

Due notice of the filing of this Application, as amended, has been given in
the manner prescribed in rule 23 under the Act, and no hearing has been
requested of, or ordered by, the Commission. On the basis of the facts in
the record, it is found that, except as to those matters over which
jurisdiction has been reserved, the applicable standards of the Act and rules
under the Act are satisfied, and that no adverse findings are necessary.

IT IS ORDERED, under the applicable provisions of the Act and rules under
the Act, that, except as to those matters over which jurisdiction has been
reserved, the Application, as amended, be granted and permitted to
become effective immediately, subject to the terms and conditions
prescribed in rule 24 under the Act.

IT IS FURTHER ORDERED that jurisdiction be reserved over NUl Utilities'
payment of dividends out of capital and unearned surplus in an amount up
to its pre-merger retained earnings and out of post-merger earnings
pending the completion of the record.

For the Commission by the Division of Investment Management, pursuant
to delegated authority.

Margaret H. McFarland
Deputy Secretary

See Appendix

Endnotes

1 See Appendix to this order.

2 Applicants state that this figure is net of $111 million of cash at June 30,
2004.

3 Applicants state that this figure is net of $66 million of cash at June 30,
2004.

4 Applicants state that this figure includes current maturities of long-term
debt. Applicants further state that this figure is net of $1 million of cash at
June 30, 2004.

http://www.sec.gov/divisions/investment/opur/filing/35-27917.htm
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AGL Resources, Inc. et al; ReI. No. 35-27917/ November 24, 2004

5 Applicants state that Cougar Corporation is a wholly owned subsidiary of
AGL Resources organized under the laws of New Jersey that was
incorporated on July 14, 2004 solely for the purposes of the Merger and is
engaged in no other business.

6 These approvals are discussed in detail in section XIV of this order.
Applicants state that NUl Utilities' City Gas division is subject to the
jurisdiction of the Florida Public Service Commission ("FPSC). Applicants
further state that, subject to the plenary jurisdiction of the FPSC over the
operations of I\lUI, no filing or approval of the merger by the FPSC is
required by Florida law. However, within ten days of the consummation of
the Merger, AGL Resources is required to file a notice with the FPSC stating
that the tariffs then charged by City Gas of Florida will continue to remain
in effect. Applicants state that AGL Resources will make this filing after
consummation of the Merger.

7 Applicants assert that these transactions are exempt from regulation
under section 13(b) of the Act by virtue of rules 80 and 81.

8 Applicants state that the rate of interest on the intercompany note(s)
between AGL Resources (or its financing subsidiary AGL Capital Corporation
("AGLCC")) and I\lUI will be based upon the weighted-average cost of
capital then outstanding for AGL Resources, excluding the cost of capital
related to the currently outstanding medium-term notes that were issued
by AGL Resources' utility subsidiary, AGLC prior to the formation of AGL
Resources and the existing holding company structure. AGL Resources
states that it recalculates the weighted-average cost of capital due as
interest on each inter-company note each quarter based on the capital
outstanding, and adjusts the amount of interest paid by its borrowing
subsidiaries. Applicants further state that AGL Resources calculates the
weighted average interest rate and expenses of AGL Resources' then
outstanding debt, net of AGLC's outstanding medium-term notes, in order
to determine the appropriate rate to charge to the borrower at the time the
debt is incurred.

9 Applicants state that the rate of interest on the intercompany note(s)
between AGL Resources (or its financing subsidiary AGLCC) and NUl
Utilities will be based upon the weighted-average cost of capital then
outstanding for AGL Resources, excluding the cost of capital related to the
currently outstanding medium-term notes that were issued by AGLC prior
to the formation of AGL Resources and the existing holding company
structure. AGL Resources states that it recalculates the weighted average
cost of capital due as interest on each inter-company note each quarter
based on the capital outstanding, and adjusts the amount of interest paid
by its borrowing subsidiaries. In other words, AGL Resources calculates the
weighted average interest rate and expenses of AGL Resources' then
outstanding debt, net of AGLC's outstanding medium-term notes, in order
to determine the appropriate rate to charge to the borrower at the time the
debt is incurred.

10 "Capitalization" for purposes of this test is the sum of short-term debt
(including current maturities of long-term debt), long-term debt, preferred
stock and common stock equity.

http://www.sec.gov/divisions/investment/opur/filing/35-27917.htm
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Public Utility Companies CY 2006 - NJ Taxation

Sales and Use Tax Exemption for Purchases
of Energy by Public Utility Companies

t>OQkmgTk. thispgge

Page 1 of 3

The following is the 2006 list of the public utility companies that are entitled to the sales and use tax exemption
at N.J.S.A. 54:32B-8.47(a), which exempts: Utility corporations or persons that were subject to the provisions of
N.J.S.A. 54:30A-16 as of 4-1-97 or were formerly or are currently subject to the provisions of NJ.5.A. 54:30A-49
et seq., for their own use & consumption.

Public Utility Energy Companies (Electricity and/or Natural Gas)
Formerly Subject to P.L.1940, c.S (N.J.S.A. S4:30A-49 et seq.)

Atlantic City Electric Company (Electricity)
Butler Borough l"1unicipal Electric Utility (Electricity)
(2) Elizabethtown Gas Co. (Pivotal Utility Holdings, Inc.) (Natural Gas)
Jersey Central Power and Light Company (Electricity)
New Jersey Natural Gas Company (Natural Gas)
Public Service Electric & Gas Company (Electricity and Natural Gas)
Rockland Electric Company (Electricity)
South Jersey Gas Company (Natural Gas)
Sussex Rural Electric Cooperative (Electricity)

Telephone Companies
Formerly Subject to P.L.1940, c.4 (N.J.S.A. S4:30A-16 et seq.) as April 1, 1997

United Telephone Company of New Jersey
Verizon New Jersey, Inc. (formerly Bell Atlantic-New Jersey, Inc.)
Warwick Valley Telephone Company

Sewer Companies
Currently Subject to P.L.1940, c.S (N.J.S.A. S4:30A-49 et seq.)

Andover Utility Company, Inc. (Sewer)
Applied Wastewater Management, Inc. (Sewer Division)
(1) Aqua New Jersey, Inc. (Sewer Division)
Atlantic City Sewerage Company
Crestwood Village Sewer Company
Environmental Disposal Corporation (Sewer)
Montague Sewer Company
Mount Olive Villages Sewer Company, Inc.
New Jersey-American Water Company, Inc. (Sewer Division)
Oakwood Village Sewerage Associates, L.L.C.
Pinelands Wastewater Company (Sewer)
S.B. Sewer Company, Inc.
United Water Arlington Hills Sewerage, Inc.
United Water Great Gorge, Inc. (Sewer)
United Water Princeton Meadows, Inc. (Sewer)
United Water Vernon Sewage, Inc.
United Water West Milford, Inc. (Sewer)
Valley Road Sewerage Co.
Wallkill Sewer Company

Water Companies
Currently Subject to P.L.1940, c.S (N.J.S.A. S4:30A-49 et seq.)

Applied Wastewater Management, Inc. (Water Division)

http://www.nj.gov/treasury/taxation/taxexemption.htm
BAC000012
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Public Utility Companies CY 2006 - NJ Taxation

(1) (3) Aqua New Jersey, Inc. (Water Division)
Brookwood Musconetcong River Property Owners Assoc. (Water)
Byram Homeowners Association Water Company, Inc.
Cedar Glen Lakes Water Company
Cedar Glen West, Inc. (Water)
Crestwood Village Water Company
East Brookwood Estates Property Owners' Association, Inc (Water)
Fayson Lake Water Company
Forest Lakes Water Company
Gordon's Corner Water Company
Harkers Hollow Heights Water Association
Lake Lenape Water Company
Lake Stockholm System, Inc. (Water)
Lake Tamarack Water Company
Lawrenceville Water Company
(5) Middlesex Water Company
Midtown Water Company
l"lontague Water Company
Mount Olive Villages Water Company, Inc.
(6) New Jersey-American Water Company, Inc. (Water Division)
New Jersey Vasa Home (Water)
Parkway Water Company
Pennsgrove Water Supply Company
Pinelands Water Company
Roxbury Water Company
Roxiticus Water Company, Inc.
S.B. Water Company, Inc.
(7) Seabrook Water Corporation
Seaview Water Company
Shore Water Company
Shorelands Water Company, Inc.
Simmons Water Company, Inc.
South Jersey Water Supply Company
Tranquility Springs Water Company, Inc.
United Water Arlington Hills, Inc. (Water)
United Water Hampton, Inc. (Water)
United Water Lambertville (Water)
United Water Matchaponix, Inc. (Water)
United Water New Jersey, Inc. (Water)
United Water Toms River (Water)
United Water Vernon Hills, Inc. (Water)
Vernon Water Company, Inc.
Wallkill Water Company

Total Number of Companies

Page 2 of3

1. Consumers New Jersey Wa,ter Company changed its name to Aqua New Jersey, Inc. on February 3, 2004.

2. NUl Utilities, Inc. d/b/a Elizabethtown Gas Company changed its name to Pivotal Utility Holdings, Inc. d/b/a
Elizabethtown Gas Company on March 11, 2005.

3. Berkeley Water Company sold its water system assets to Aqua New Jersey, Inc. on November 22, 2005.

4. Lake Valley Water Company sold its water system assets to Pemberton Township, NJ on December 22,
2005.

5. Bayview Water Company merged with and into Middlesex Water Company on January 1, 2006.

http://www.nj.gov/treasury/taxation/taxexemption.htm 10/8/2007



Public Utility Companies CY 2006 - NJ Taxation Page 3 of 3

6. The Mount Holly Water Company merged with and into Elizabethtown Water Company on December 31,
2006. Elizabethtown Water Company merged with and into I\lew Jersey-American Water Co., Inc. on
December 31, 2006.

7. Seabrook Water Corporation sold its water system assets to Upper Deerfield Township, NJ on March 12,
2007.

Updated: Thursday, 07/19/2007

http://www.nj.gov/treasury/taxation/taxexemption.htm 10/8/2007
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D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC. Page 1 of 11

Decide with Confidence

To save report(s) to your PC,~:;Jkk_hgIgJQriJlstLl.J~tjOD~.

Business Information Report

Copyright 2007 Dun & Bradstreet - Provided under contract for the exclusive use of subscriber 263725069L

ArrN: jbenthin@intell-group.com

BUSINESS SUMMARY

PIVOTAL UTILITY HOLDINGS, INC.
(SUBSIDIARY OF AGL RESOURCES INC., ATLANTA, GA)

1085 Morris Ave #1
Union, NJ 01083

Report Printed: DEC 03 2007
In Date

'~,@R~"i:~:flu~,~~;~it~this~~~p~~C..'.
, D&B's Credit Limit Recommendation
D&B's industry and risk-based limit guidance

Learn More View Now '

: Payment Trends Profile
Payment trends and industry benchmarks

This is a headquarters (subsidiary) location.
Branch(es) or division(s) exist.

Learn More

D-U-N-S Number: 05-671-1344

View Now

Mailing address:

Web site:

Telephone:

Fax:

Chief executive:

PO Box 760
Bedminster, NJ 07921

www.aglresources.com

908781-0500

908781-0718

JOHN KEAN JR, PRES-CEO

D&B Rating:

D&B PAYDEX@:

12-Month D&B PAYDEX: 70
, When weighted by dollar amount, payments to
: suppliers a~.erage 15 d~ys,b~~()n9, terms.

o V tOU

I--_r==::::::::'-I
120 days stow 30 days slow Prompt Anticipates

Year started:

Management control:

Employs:

History:

Financing:
SIC:

Line of business:

SUMMARY ANALYSIS

D&B Rating:--

1969

2006

940 (155 here)

CLEAR

SECURED
4924

Natural gas distribution

Based on trade collected over last 12 months.

The blank rating symbol should not be interpreted as indicating that credit should be denied. It simply means that the
information available to D&B does not permit us to classify the company within our rating key and that further
enquiry should be made before reaching a decision. Some reasons for using a "-" symbol include: deficit net worth,
bankruptcy proceedings, insufficient payment information, or incomplete history information. For more information,
see the D&B Rating Key.

BAC000013
https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC.

Below is an overview of the company's rating history since 02/25/06:

Page 2 of 11

D&B Rating Date Applied
02/25/06

The Summary Analysis section reflects information in D&B's file as of December 3, 2007.

~ How does PIVOTAL UTILITY HOLDINGS, INC.'s payment record compare to its industry? i®
A Payment Trends Profile will show you - View Now

CUSTOMER SERVICE

If you have questions about this report, please call our Customer Resource Center at 1.800.234.3867 from anywhere
within the U.S. If you are outside the U.S. contact your local D&B office.

*** Additional Decision Support Available ***

Additional D&B products, monitoring services and specialized investigations are available to help you evaluate this
company or its industry. Call Dun & Bradstreet's Customer Resource Center at 1.800.234.3867 from anywhere within
the U.S. or visit our website at www.dnb.com.

HISTORY

The following information was reported 08/09/2007:

Officer(s): JOHN KEAN JR PRES - CEO

MARK ABRAMOVIC, SR VP-CFO-COO

DIRECTOR(S): The officers identified by (+)

Business started 1969. Present control succeeded 2006. 100% of capital stock is owned by NUl Corproation.

RECENT EVENTS:

On October 17, 2002, an inside source, stated that Piedmont Natural Gas (Charlotte, NC) has closed on its purchase
of North Carolina Gas Service (Reidsville, NC), the natural gas distribution division of NUl Corporation (Bedminster,
NJ) for approximately $26 million, subject to post-closing adjustment. The acquired location will now operate as a
branch of Piedmont Natural Gas. The employees were retained. Further details are unavailable.

JOHN KEAN JR born 1950. 1995- present active here.

MARK ABRAMOVIC born 1952. 1997- present active here.
---~._-_._------._-_.._-_._-- ....._._.---_._---_.._------

CORPORATE FAMILY

Click below to buy a Business Information Report on that family member.
For an expanded, more current corporate family view, use D&B's Global Family Linkage product.

( Buy Selected Report(s) ]

Parent:

D Agi Resources Inc.
....._..__.._._._---

Branches (US):

D Pivotal Utility Holdings, Inc

Pivotal Utility Holdings, Inc

Pivotal Utility Holdings, Inc

Atlanta, GA

Elizabeth, NJ

Rahway, NJ

Stewartsville, NJ

DUNS # .62::585-8055

DUNS # 02-357-9977

DUNS # 09-494-5511

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC. Page 3 of 11

0 Pivotal Utility Holdings, Inc Reidsville, NC

[__ I Pivotal Utility Holdings, Inc Chesapeake, VA

D Pivotal Utility Holdings, Inc. Hialeah, FL

D Pivotal Utility Holdings, Inc. Port Saint Lucie, FL

0 Pivotal Utility Holdings, Inc. Rockledge, FL

0 Pivotal Utility Holdings, Inc. Elkton, MD

D Pivotal Utility Holdings, Inc. Union, NJ

DUNS # 04-147-9023

DUNS # 04-532-7371

DUNS # 18-765-8539

DUNS # 95_~Z8Ji~752Q

DUNS # OA-3Q4_~4I34

DUNS # Q2_-:258~_421}

DUN S # _86:J-42_:4QSiZ

Affiliates (US): (Affiliated companies share the same parent company as this business.)

[] A G L Capital Corporation Atlanta, GA DUNS # 11-980-5179

o A G L Networks, LLC Atlanta, GA DUNS # _LL~~1l4.=~t624

o Agi Capital Corporation Las Vegas, NV DUNS # 06:65}=-4285

o Agi Resources Service Company Atlanta, GA DUNS # QQ_-5Q5-94Q2

o Atlanta Gas Light Company Atlanta, GA DUNS #QQ:s>_n-47_QJ3

[] Compass Energy Services Inc Richmond, VA DUNS # 09-539-6433

[] Energy Wise Services Inc Atlanta, GA DUNS # 00-753-5438

o Georgia Energy Company Atlanta, GA DUNS # 82:4Z9:9Z95

o NUl Capital Corp Bedminster, NJ DUNS # Q6_:56Z~J865

o Nui Saltville Storage, Inc Saltville, VA DUNS # 112Q5.:9_112Z

o Sequent Energy Management L.p Houston, TX DUNS #6J_:_2_QL-584Q

[] South Star Energy Services L. L. C. Atlanta, GA DUNS # 02-670-2220

L_J Virginia Gas Pipeline Company Abingdon, VA DUNS # 96-020-1218

o Virginia Gas Storage Company Abingdon, VA DUNS # 8z-:26J~6_6_2Q

o Virginia Natural Gas, Inc Norfolk, VA DUNS # 15=_Q49-1314

( Buy Selected Report(s) ]

BUSINESS REGISTRATION

CORPORATE AND BUSINESS REGISTRATIONS PROVIDED BY MANAGEMENT OR OTHER SOURCE

The Corporate Details provided below may have been submitted by the management of the subject business and may
not have been verified with the government agency which records such data.

Registered Name:

Business type:

Corporation type:

Date incorporated:

State of incorporation:

Filing date:

Registration ID:

Status:

Where filed:

OPERATIONS

08/09/2007

NUl CORPORATION

CORPORATION

PROFIT

FEB 03 2000

NEW JERSEY

FEB 03 2000

0100806102

ACTIVE

DEPT OF STATE, TRENTON, NJ

https://www.dnb.com/deliveryI251254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/312007



D&B Business Infonnation Report: PIVOTAL UTILITY HOLDINGS, INC.

Description: Subsidiary of Agi Resources Inc., Atlanta, GA.

Provides natural gas distribution (100%).

Terms are net 30 days. Sells to commercial concerns. Territory: Local.

Nonseasonal.

Employees: 940 which includes officer(s). 155 employed here.

Page 4 of 11

Facilities:

Location:

Branches:

SIC & NAICS

Shares 13,000 sq. ft. in a three story brick building.

Suburban business section on well traveled highway.

This business has multiple branches, detailed branch/division information is available in Dun &
Bradstreet's linkage or family tree products.

SIC:
Based on information in our file, D&B has assigned this
company an extended 8-digit SIC. D&B's use of 8-digit
SICs enables us to be more specific to a company's
operations than if we use the standard 4-digit code.

The 4-digit SIC numbers link to the description on the
Occupational Safety & Health Administration (OSHA)
Web site. Links open in a new browser window.

NAICS:
221210 Natural Gas Distribution

49240000

D&B PAYDEX

Natural gas distribution

The D&B PAYDEX is a unique, dollar weighted indicator of payment performance based on up to 66 payment
experiences as reported to D&B by trade references.

3-Month D&B PAYDEX: 68
When weighted by dollar amount, payments to
suppliers average 17 days beyond terms.

: 12-Month D&B PAYDEX: 70
! When weighted by dollar amount, payments to
: suppliers average 15 days beyond terms.

1 ~==V:::::==JII.r
30 da.ys slow Prompt Anticipates12:D days slow 30 days slow "rompl Anticipates

o V 100

I---~~=JIII-I
120 days skm

Based on trade collected over last 3 months.

PAYMENT SUMMARY

Based on trade collected over last 12 months.

When dollar amounts are not considered, then
approximately 86% of the company's payments are
within terms.

The Payment Summary section reflects payment information in D&B's file as of the date of this report.

Below is an overview of the company's dollar-weighted payments, segmented by its suppliers' primary industries:

Total Total Dollar Largest High Within Days Slow
Rcv'd Amts Credit Terms <31 31-6061-9090>
(#) ($) .($) (o(()} (O(ot

Top industries:
Nonclassified 7 88,600 60,000 63 37

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC.

Misc equipment rental 6 2,750 500 100
Electric services 5 28,350 20,000 29 71

Whol office equipment 4 6,500 2,500 56 6 38

Public finance 2 2,550 2,500 100

Telephone communictns 2 2,600 2,500 100

Newspaper-print/publ 1 35,000 35,000 50 50 :

Detective/guard svcs 1 25,000 25,000 100

Mfg relays/controls 1 5,000 5,000 100 •

Regulate trnsprtation 1 2,500 2,500 : 100

OTHER INDUSTRIES 31 7,950 1,000 88 1 6 5

Other payment categories:
Cash experiences 3 0 0

Payment record unknown 1 50 50

Unfavorable comments 1 50 50

Placed for collections:
With D&B 0 0

Other 0 N/A

Total in D&B's file 66 206,900 60,000

The highest Now Owes on file is $10,000

The highest Past Due on file is $1,000

D&B receives over 600 million payment experiences each year. We enter these new andupdated experiences into
D&B Reports as this information isreceived.

~ How does PIVOTAL UTILITY HOLDINGS, INC.'s payment record compare to its industry? tV
A Payment Trends Profile will show you - Vie_w l\Jol/t

PAYMENT DETAILS

Detailed Payment History

Date Reported Paying Record High Credit Now Owes Past Due Selling Terms Last Sale
(mm{yy) ($) ($) ($) Within

(months)
10/07 Ppt 500 0 1 mo

Ppt 500 0 1 mo

Ppt 500 0 1 mo

Ppt 250 0 1 mo

Ppt 500 0 1 mo

Ppt 25,000 10,000 0 1 mo

Ppt 10,000 7,500 0 1 mo

Ppt 10,000 5,000 0 1 mo

Ppt 5,000 2,500· 1 mo

Ppt 5,000 0 0 6-12 mas

Ppt 2,500 2,500 1 mo

Ppt 750 500 1 mo

Ppt 750 0 0 Lease Agreemnt 6-12 mas

Ppt 500 0 0 2-3 mas

Ppt 500 0 0 6-12 mas

Ppt 500 500 0 N30 1 mo

Ppt 100 100 0 1 mo

Page 5 of 11
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D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC. Page 6 of 11

Ppt-Slow 100 100 1 mo
Ppt-Slow 15 1,000 500 500. 1 mo
Ppt-Slow 30 60,000 0 0 2-3 mos
Ppt-Slow 30 35,000 0 0 2-3 mos
Ppt-Slow 30 750 750 100 Lease Agreemnt 1 mo
Ppt-Slow 30 100 100 0 1 mo
Ppt-Slow 120 2,500 1,000 1,000 1 mo
Ppt-Slow 120+ 2,500 0 0 N30 4-5 mos
Slow 120 20,000 2,500 1 mo
Slow 30 2,500 1,000 0 1 mo
Slow 60 500 0 0 6-12 mos
(029) 50 0 0 4-5 mos
(030) 50 50 50·

Bad debt.

(031) 0 0 0 Cash account 1 mo
(032) O· 0 0 Cash account 1 mo

09/07 Disc 250 250 0 1 mo
Ppt 2,500 1 mo
Ppt 1,000 0 O. 1 mo
Ppt 100 100 0 Nl0 1 mo
Ppt 0 0 0 N30 1 mo
Ppt-Slow 90 250 250 250 1 mo

08/07 Ppt 50 0 0 1 mo
07/07 Ppt 500 500 0 1 mo

Ppt 250 250 0 1 mo
Ppt 50 50 0 1 mo
(043) Sales COD 1 mo

06/07 Ppt 1,000 1,000 1 mo
Ppt 250 250 1 mo
Ppt 100 100 1 mo

. Ppt 100 0 0 6-12 mos

. Ppt 50 50· 1 mo
Ppt 50 50 1 mo

05/07 Ppt 2,500 2,500 0 1 mo
Ppt 100 0 0 6-12 mos
Ppt 0 0 O· 1 mo
Ppt 0 0 0 1 mo
Ppt 0 0 0 1 mo
Ppt 0 0 0 1 mo
Ppt 0 0 0 1 mo
Slow 10 O. 0 0 6-12 mos

04/07 (058) 2,500 1 mo
Satisfactory.

03/07 Ppt 500 100 0 1 mo
12/06 Slow 90 250 250 250

11/06 Ppt 5,000 0 0 6-12 mos

08/06 Slow 30 100 0 0 4-5 mos

06/06 Ppt 50 1 mo
(064) 0 O. 0 1 mo
Satisfactory.

05/06 • Ppt 1,000. 1 mo
Ppt 500 0 0 6-12 mos

Payment experiences reflect how bills are met in relation to the terms granted. In some instances payment beyond

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC.

terms can be the result of disputes over merchandise, skipped invoices etc.

Each experience shown is from a separate supplier. Updated trade experiences replace those previously reported.

!i:!m2j How does PIVOTAL UTILITY HOLDINGS, INC.'s payment record compare to its industry?®

A Payment Trends Profile will show you - View Now

FINANCE

06/05/2007

On June 5, 2007, attempts to contact the management of this business have been unsuccessful. Outside sources
confirmed operation and location.

PUBLIC FILINGS

The following Public Filing data is for information purposes only and is not the official record. Certified copies can only
be obtained from the official source.

SUITS

Page 7 of 11

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Pending
L 00235706
THOMAS DAVEY
ELIZABETHTOWN GAS COMPANY, UNION, NJ
TORT - OTHER
SUPERIOR COURT OF UNION COUNTY, ELIZABETH, NJ

06/28/2006
06/28/2006
10/23/2006

Pending
L 002610 06
MERCEDES RAYME
ELIZABETHTOWN GAS COMPANY, UNION, NJ AND OTHERS
TORT - OTHER
ESSEX COUNTY SUPERIOR COURT, NEWARK, NJ

03/28/2006
03/28/2006
09/26/2006

----~--~-------._-----------~- ----------------------------------------------- ------------

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:

Pending
L 002741 06
SAMANTHA THOMAS
ELIZABETHTOWN GAS CO, UNION, NJ AND OTHERS
Product liability
ESSEX COUNTY SUPERIOR COURT, NEWARK, NJ

03/28/2006
03/28/2006
09/26/2006

---------------
Pending
L 00004306
NELSON DASILVA
ELIZABETHTOWN GAS CO, UNION, I\JJ AND OTHERS
Product liability
SUPERIOR COURT OF UNION COUNTY, ELIZABETH, NJ

01/05/2006

https://www.dnb.com/deliveryI2512547161254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Infonnation Report: PIVOTAL UTILITY HOLDINGS, INC. Page 8 of 11

Date filed:
Latest Info Received:

Suit amount:
Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

01/05/2006
OS/22/2006

------------------------

$7,131
Dismissed
DC-000323-2006
LAWRENCE MORSE
ELIZABETHTOWN GAS, UNION, NJ
CONTRC-REG
SPECIAL CIVIL/SMALL CLAIMS COURT OF UNION COUNTY, ELIZABETH, NJ

03/02/2006
12/30/2005
04/24/2006

Pending
L 00792905
GARY ALLEN LLC
ELIZABETHTOWN GAS COMPANY, UNION, NJ AND OTHERS
MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ

11/03/2005
11/03/2005
07/24/2006

--------------------- --------------------------------~---------

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Pending
L 003530 05
MASSACHUSETTS BAY INSURANCE CO
ELIZABETHTOWN GAS COMPANY, UNION, NJ AND OTHERS
TORT - OTHER
SUPERIOR COURT OF UNION COUNTY, ELIZABETH, NJ

10/03/2005
10/03/2005
03/06/2006

---------------------------------------------~----------- ---------------

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

Date status attained:
Date filed:
Latest Info Received:

Pending
L 00332805
MARYLAND CASUALTY COMPANY
ELIZABETHTOWN GAS COMPANY, UNION, NJ
TORT - OTHER
SUPERIOR COURT OF UNION COUNTY, ELIZABETH, NJ

09/13/2005
09/13/2005
03/06/2006

Settled
L 001549 05
ELISA TAVAREZ
ELIZABETHTOWN GAS COMPANY, UNION, NJ AND OTHERS
CONTRACT
MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ

08/25/2006
02/25/2005
11/27/2006

Pending
L 001421 05
DAVID RAMOS
ELIZABETHTOWN GAS COMPANY, UNION, NJ AND OTHERS
AUTO NEGLIGENCE
MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ

02/22/2005
02/22/2005
09/26/2005

If it is indicated that there are defendants other than the report subject, the lawsuit may be an action to clear title to

https://www.dnb.com/delivery/25/2547161254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Infonnation Report: PIVOTAL UTILITY HOLDINGS, INC.

property and does not necessarily imply a claim for money against the subject.

LIENS

A lienholder can file the same lien in more than one filing location. The appearance of multiple liens filed by the same
lienholder against a debtor may be indicative of such an occurrence.
Amount: $11,675
Status: Open
BOOK/PAGE: 2251/0867
Type: State Tax
Filed by: FLORIDA, STATE OF
Against: NUl CORPORATION, UNION, NJ
Where filed: LEON COUNTY RECORDERS OFFICE, TALLAHASSEE, FL

Page 9 of 11

Date status attained:
Date filed:
Latest Info Received:

UCC FILINGS

Collateral:

Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:

Type:
Sec. party:
Assignee:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:

Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:

Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Type:

05/13/1999
05/13/1999
11/24/2004

All Inventory and proceeds - All Account(s) and proceeds - All General intangibles
(s) and proceeds - All Equipment and proceeds - All Chattel paper and proceeds
Original
ASSOCIATED WHOLESALERS, INC., ROBESONIA, PA
ELKTON GAS SERVICE, INC., ELKTON, MD
00000181141603
UCC DIVISION, BALTIMORE, MD

01/16/2003
02/19/2003

All Account(s) and proceeds - All General intangibles(s) and proceeds - All
Contract rights and proceeds - Leased Computer equipment and proceeds ­
Leased Equipment and proceeds
Original
LONGSHORE SYSTEMS, INC., WESTPORT, CT
SUMMIT BANK, CRANFORD, NJ
NUl CORPORATION, UNION, NJ
2004751
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

10/23/2000
11/16/2000

--------------------------------------------------

Account(s) and proceeds
Original
CREDIT SUISSE FIRST BOSTON, CAYMAN ISLANDS BRANCH, AS COLLATERAL
AGENT, NEW YORK, NY
NUl UTILITIES, INC., UNION, NJ
22593221
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

09/30/2004
10/18/2004

Account(s) and proceeds - Leased Assets and proceeds - General intangibles(s)
and proceeds - Chattel paper and proceeds - Leased Equipment and proceeds
Original
FLEET CAPITAL CORPORATION, PROVIDENCE, RI
NUl UTILITIES, INC.
21151705
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

07/26/2002
09/09/2002

Amendment

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC. Page 10 of 11

Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:
Original UCC filed date:
Original filing no.:

BANC OF AMERICA LEASING & CAPITAL, LLC
PIVOTAL UTILITY HOLDINGS, INC.
21151705
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

12/15/2005
01/11/2006
07/26/2002
21151705

....... ~~..._-_ .. __ ._.. __ ..... _---_.__.... __._._---- .. ---_ .._-------- ...__...._--_._---

Collateral:
Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:
Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:

Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Collateral:

Type:
Sec. party:
Debtor:
Filing number:
Filed with:

Date filed:

Leased Assets - Leased Business machinery/equipment
Original
CANON FINANCIAL SERVICES, INC., MT. LAUREL, NJ
NUl CORPORATION, UNION, NJ and OTHERS
21229343
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

09/18/2002
10/23/2002

Leased Assets - Leased EqUipment - Leased Business machinery/equipment
Original
CANON FINANCIAL SERVICES, INC., MT. LAUREL, NJ
NUl CORPORATION, UNION, NJ and OTHERS
21109157
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

07/01/2002
07/29/2002

-------------_.- ._--

Leased Assets - Leased EqUipment
Original
CANON FINANCIAL SERVICES, INC., MOUNT LAUREL, NJ
NUl TELECOM INC, UNION, NJ and OTHERS
2080880
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

12/31/2001
02/19/2002

Business machinery/equipment - Leased Equipment
Original
U S BANCORP, MARSHALL, MN
NUl CORPORATION, ROCKLEDGE, FL and OTHERS
200100184643
SECRETARY OF STATE/UCC DIVISION, TALLAHASSEE, FL

08/24/2001
08/29/2001

--- ._------_._--

Leased Business machinery/equipment and proceeds - Leased Computer
equipment and proceeds
Original
DANKA OFFICE IMAGING COMPANY, CEDAR RAPIDS, IA
NUl CORPORATION, UNION, NJ and OTHERS
1844299
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

06/19/1998
07/14/1998

Leased Computer equipment - Leased Communications equipment - Leased
Fixtures - Leased Equipment - Leased Vehicles
Original
BLC CORPORATION, HARRISON, NY
NUl CORPORATION, UNION, NJ
2068470
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

10/09/2001

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007



D&B Business Information Report: PIVOTAL UTILITY HOLDINGS, INC. Page 11 of 11

Latest Info Received: 11/05/2001

There are additional UCC's in D&B's file on this company available by contacting 1-800-234-3867.

There are additional suits, liens, or judgments in D&B's file on this company available by contacting
1-800-234-3867.

The public record items contained in this report may have been paid, terminated, vacated or released prior to the
date this report was printed.

GOVERNMENT ACTIVITY

Activity summary
Borrower (Dir/Guar):
Administrative debt:
Contractor:
Grantee:
Party excluded from federal program(s):

Possible candidate for socio-economic program consideration
Labor surplus area:
Small Business:
8(A) firm:

NO
NO
YES
NO
NO

YES (2007)
N/A
N/A

The details provided in the Government ActiVity section are as reported to Dun & Bradstreet by the federal
government and other sources.

Copyright 2007 Dun & Bradstreet - Provided under contract for the exclusive use of subscriber 263725069L

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2155.3374145880.tng.print.htm?printPrompt&... 12/3/2007
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SECURITIES AND EXCHANGE COMMISSION

(Release No. 35-28038; 70-10304)

AGL Resources Inc.

Order Authorizing the Acquisition of Nonutility Businesses and Participation in the System
Money Pool

September 28, 2005

AGL Resources Inc. ("AGL"), Atlanta, Georgia, a registered holding company has filed

an application-declaration ("Application") with the Securities and Exchange Commission

("Commission") under sections 6(a), 7, 9(a), 10, ll(b) and l2(b) of the Public Utility Holding

Company Act of 1935, as amended ("Act") and rule 54 under the Act. On July 27,2005, the

Commission issued notice of the Application (Holding Co. Act Release No. 28004).

AGL requests authority to organize and finance one or more direct or indirect

subsidiaries to engage in certain gas- and energy-related nonutility businesses in Canada, Mexico

and/or the United States.

1. Background

AGL distributes natural gas to more than 2.2 million end-use customers through public-

utility company subsidiaries organized in Georgia (Atlanta Gas Light Company), Tennessee

(Chattanooga Gas Company), Virginia (Virginia Natural Gas Inc. and Virginia Gas Distribution

Company) and New Jersey (Pivotal Utility Holdings, Inc.). Pivotal Utility Holdings owns and

operates utility facilities in New Jersey, Florida and Maryland through the following divisions:

Elizabethtown Gas, Florida City Gas, and Elkton Gas.

AGL is also involved in various energy- and gas-related nonutility businesses, including:

retail natural gas marketing to end-use customers in Georgia; natural gas asset management and

related logistics activities for its own utilities as well as for other non-affiliated companies;

BAC000014
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operation of high deliverability underground natural gas storage; and construction and operation

of telecommunications conduit and fiber infrastructure within select metropolitan areas. The

common stock of AGL is listed on the New York Stock Exchange.

Through various subsidiaries, Sequent, LLC ("Sequent"), an indirect, wholly-owned

subsidiary company of AGL, is engaged in the optimization of natural gas assets, gas

transportation and storage, producer and peaking services and the wholesale marketing of natural

gas. Sequent's asset optimization business focuses on capturing value from idle or underutilized

natural gas assets, which are typically amassed by companies via investments in, or contractual

rights to, natural gas transportation and storage facilities. Margins are typically created in this

business by participating in transactions that balance the needs of varying markets and time

horizons. Sequent provides its customers with natural gas from the major producing regions and

market hubs primarily in the Eastern and Mid-Continental United States. Sequent also purchases

transportation and storage capacity to meet its delivery requirements and customer obligations in

the marketplace. Sequent's customers benefit from its logistics expertise and ability to deliver

natural gas at prices that are advantageous relative to the other alternatives available to its end-

use customers.

II. Requests For Authority

AGL requests authority to acquire interests in energy- and gas-related nonutility

businesses operating in Canada, Mexico and/or the U.S ("Foreign Nonutility Businesses").!

Typically, these investments will be made through one or more direct or indirect subsidiaries of

Sequent and funded by acquisitions of equity and debt securities of Foreign Nonutility

1 Rule 58 does not permit the acquisition of these businesses because "substantially all" of their
revenues will not be derived from activities within the United States.
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Businesses, borrowings from AGL's nonutility money pool by Foreign Nonutility Businesses,

and guarantees.2 AGL wi11limit its direct and indirect investments in Foreign Nonutility

Businesses to an aggregate amount not to exceed $300 million ("Investment Limit") in the form

of equity, debt and guarantees, including nonutility money pool borrowings, through February 8,

2006 ("Authorization Period,,).3

The specific nonutility businesses in which AGL seeks authorization to invest include:

(1) energy management services and other energy conservation related businesses;4 (2) the

maintenance and monitoring of utility equipment; (3) the provision of utility related or derived

2 The proposed investments would be subject to the limits set forth in Holding Co. Act Release
No. 27828, (April I, 2004). In addition, AGL's public-utility company subsidiaries will not
directly or indirectly acquire any Foreign Nonutility Businesses, and they will not provide
funding for, extend credit to, or guarantee the obligations of Foreign Nonutility Businesses.

3AGL's investments in "gas-related companies" and "energy-related companies" within the
meaning of rule 58 are subject to the investment limits under that rule, not to the Investment
Limit.

4 Energy management services include: the marketing, sale, installation, operation and
maintenance of various products and services related to energy management and demand-side
management, including energy and efficiency audits; meter data management, facility design and
process control and enhancements; construction, installation, testing, sales and maintenance of
(and training client personnel to operate) energy conservation equipment; design
implementation, monitoring and evaluation of energy conservation programs; development and
review of architectural, structural and engineering drawings for energy efficiency, design and
specification of energy consuming equipment and general advice on programs; the design,
construction, installation, testing, sales, operation and maintenance of new and retrofit heating,
ventilating, and air conditioning, gas, electrical and power systems, alarm, security, access
control and warning systems, motors, pumps, lighting, water, water-purification and plumbing
systems, building automation and temperature controls, installation and maintenance of
refrigeration systems, building infrastructure wiring supporting voice, video, data and controls
networks, environmental monitoring and control, ventilation system calibration and maintenance,
piping and fire protection systems, and design, sale, engineering, installation, operation and
maintenance of emergency or distributed power generation systems, and related structures, in
connection with energy-related needs; and the provision of services and products designed to
prevent, control, or mitigate adverse effects ofpower disturbances on a customer's electrical
systems.
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software and services; (4) engineering, consulting and technical services, operations and

maintenance services; (5) brokering and marketing of natural gas, electricity and other energy

commodities and providing incidental related services, such as fuel management, storage and

procurement; and (6) oil and gas exploration, development, production, gathering, transportation,

storage, processing and marketing activities, and related or incidental activities. AGL is not

seeking authority to acquire any assets that would cause any subsidiary to be or become an

"electric-utility company" or "gas-utility company," as those terms are defined in sections 2(a)(3)

and 2(a)(4) of the Act, respectively. AGL will report its investments in its Canadian and

Mexican gas- and energy-related companies in a supplement to its regular quarterly reports filed

on Form U-9C-3.

In addition, AGL requests authority for all Foreign Nonutility Businesses to participate as

borrowers and lenders in the nonutility money pool authorized by Commission order dated April

1,2004 (Holding Co. Act Release No. 27828). Participation in the nonutility money pool will

include unsecured short-term borrowing, contributing surplus funds, and lending and extending

credit to other nonutility money pool participants.

The proposed transaction is subject to rule 54, which provides that, in determining

whether to approve certain transactions other than those involving exempt wholesale generators

("EWGs") or foreign utility companies ("FUCOs"), as defined in the Act, the Commission will

not consider the effect of the capitalization or earnings of any subsidiary which is an EWG or

FUCO if the requirements of rule 53(a), (b) and (c) under the Act are satisfied. AGL states that

neither it nor any of its subsidiaries presently has an interest in any EWG or FUCO. Therefore,

the requirements of rule 53 are satisfied.
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III. Conclusion

AGL estimates that the fees, commission and expenses incurred in connection with the

proposed transaction will be approximately $12,000. The company states that no state or federal

commission, other than this Commission, has jurisdiction over the proposed transactions.

Due notice of the filing of the Application has been given in the manner prescribed, and

no hearing has been requested of or ordered by the Commission. Upon the basis of the facts in

the record, it is found that the applicable standards of the Act and rules are satisfied, and that no

adverse findings are necessary.

IT IS ORDERED, that the Application, as amended, is granted and permitted to become

effective immediately, subject to the terms and conditions contained in rule 24 under the Act.

For the Commission by the Division ofInvestment Management, pursuant to delegated

authority.

Jonathan G. Katz
Secretary
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f
Christine Todd Whitman
Governor

~ta.tr of~tfu W.erseg
Department of Environmental Protection

August 27, 1999

·.~

Robert C. Shinn, Jr.
I,....:ommissjoner

\.
}

Honorable Robert Menendez
US House ofRepresentatives ~ .
eano~ House Office Building, Ro~m..m-
Washmgton DC 20S1S_30

Z
I/---:..... ~ tv'
./ ..<.' I '? / .

Dear C~-ssman Men.;.ooez: I .

As you know, protectf~g.Jh quality of our water is utmost in the minds of New Jersey's
citizens. Within.......ihe"'State of New Jersey, 24 municipalities operate combined sewer
systems, that is, sewer systems which convey both sanitary waste and stonnwater and
which discharge directly to surface water through combined sewer overflow ("eSO")
points during wet weather events. For your infonnation. I have attached a list of these
municipalities and the number of their pennitted eso points. I know that you are aware
of t-he significant amount of soJids and floatables that enter our waterways from these. .

types of overflows. SoJidsIFloatable materials in eso discharges are aestheticaJly
objectionable, environmentally deleterious, a potential health risk when encountered on
the shoreline, injurious to biota, and a possible navigational hazard.

The Department, working closely with USEPA, developed andiss!Jed a general. permit
for Combined Sewer Systems. The permit, consistent with the National CSO Control
Policy, requires communities with combined sewer systems, to mitigate the impacts of
their combined sewer overflows through proper operation and maintenance programs,
maXimu·m conveyance of wastewater flows to a treatment facility, and effective
soJids/floatables control measures. Compliance with the permit is not conditioned in any .
way on the receipt of financial assistance, and enforcement actions are being instituted
against delinquent municipalities. Nevertheless, the Department recognizes the
associated costs to comply with the requirements of the National CSOControl Policy are
significant.

One of the communities with a combined sewer system, the City of Elizabeth, has asked
the Department to endorse its request for financial assistance from the Federal
Government. The City of Elizabeth is seeking federal assistance to rehabilitate its
combined sewer system and comply with all of the requirements of the National CSO

New fer.;ey is an Equal OpportwUty Employer

Rc:yded POT-

BAG000002



Honorable Robert Menendez
August 27, 1999
Page 2

Control Policy including the control of solids and floatables. To that end, I am writing to
request that you give all of New Jersey's communities with combined sewer systems,
including the City of Elizabeth, your attention as you craft this year's federal budget.

Your action on this matter would be greatly appreciated. Please contact me if you need
any further infonnation.

~~
_.

~ cere .....

C//~~/ / ;,'4L

Robert C. Shinn, Jr.
Commissioner

V:Jim/Elizahclh I

..,
} c: Mayor Bollwage, City of Elizabeth·

Dennis Hart, Director, Division of Water Quality
James Hamilton, Administrator, Water Complian~e and Enforcement



)

~ Facility Name Permitted eso Points I

Bayonne 33 I
Bergen County UA a I

>

li
Bora of East Newark 1

Bora of Fort Lee 2

Camden County MUA 1 I

City of Camden 31

City of Elizabeth 33

. City of Hackensack 2

City of New Brunswick 1

City of Newark 30

City of Paterson 31 ,

City of Rahway 5 I

Trenton Utility Authority 1

Cliffside Park a
Edgewater MUA 7

Gloucester City 7

Guttenberg
,

1
Jersey City MUA 27

Joint Mtg Essex & Union Co. a
Middlesex County UA a
North Bergen Twp. MUA 12

North Bergen MUA -Woodcliff 1

North Hudson SA-Hoboken 11

Passaic V~lley SC 0
~ .

Rahway Valley SA a
Ridgefield Park 6

Town of Harrison 7

Town of Kearny 10 i

North Hudson SA-WNY 2
City of Perth Amboy 18

TOTAL: 280
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CERTIFIED MAIL NC;.
fJel39 ;(34 ~g¥

Christine rod d Whitman
Gopunor

FEB 28 IDJJ '

~hd:l' of tr£w Wers£~
Department of Environmental Protection Robert C. Shillll, Jr.

Commissioner

\
1

Honorable Mayor J. Christian Bollwage
Mayor, City ofElizabeth
50 WinfieldScott Plaza
EIii2bctb. NJ 0720I

SUBJECT: New Jersey Pollutanl Discharge ElimInation System
General Pennit No. NJ0105023
Permit Rtrissuance

Dear Mayor Bo!!wage:

Enclosed is the final reissued NJPDES General Permit NJ0105023 for Combined
Sewer Systems' with the Response to Comments· Document as required by
N.JAC. 7;14A~15.16. 'Genersl Penni! No. NJ0105023 was issued on February
28, 2000, has 'an Effective Date February 29, 2000 and will expire on Februal}'
28, 2005. The permit ha's been issued in accordance with the provisions of
N.J.A.C.7:14A. ' . .

The general permit has been re-issued with minor modifications as proposed in
the draft permit re-issuance that do not impact the substantive provisions of the
original permit. . The mosl significant modification to the permit is the
incorporation of paragraphs I.E. 3 &4 that provide for the automatic renewal of
existing authorizations as provided by N.J.A.C. 7:14A-6.13 (d) 9..

Within thirty (30) calendar days following your receipt' of this permit, under
N.J.A.C. 17:14A 17.2 you may submit a request for an adjudicatory hearing to
reconsider or contest the conditions or this pennit. Regulations regarding the
format and requirements for requesting an adjudicatory hearing may by found in
N.JAC. 7:14A-17.2 (a) through (t). The request should be made to:

Stanley V. Cach, Jr., PE. PP,Chief
Bureau of Engineering North

PO Box 425
Trenton, NJ 08625-0425

N~..,~r "In EqtI., Oppaltw>ity Employer
R~"..dod P0p'r

BAJ000001
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New Jersey Pollutant Disc;"drge Elimination System
General Permit No. NJ0105023
Permit Re-issuance
Page 2 of 2

Additionally, the request for an adjudicatory hearing must contain a completed,
signed and dated "Administrative Hearing Request Checklist and Tracking Form
for Permits" (form attached). The original forms shall be submitted to the Office

-of Legal Affairs and two copies submitted to the Division of Water Quality at the
addresses listed on the attached foml.

If you have any questions concerning the revocation and re-issuance of the
permit, please contact Stanley V. Cach, PE, PP J Chief, Bureau of Engineering
North at (609) 292-6894 or Gautam R. Patel, Chief, Bureau of Engineering South
at (609) 984-6840.

ENCLOSURES
General Permit for Combined Sewer Systems and attachments
Request For Authorization and instructions
Notice to Permittees of Final Permit Decision
Administrative Hearing Request Checklist and Tracking Form for Permits



CERTIFIED MAIL NG.
.Pc:( 3 9 ~3'f .£/78

Christine Todd Whitman
Go.'ernor

~tn±£ of ~.efrr Jj.ers.etr
Department of Environmental Protection

February 28, 2000

Robert C Shinn, Jr
Commissioner

Mr. Blaise E. Lapolla
City of Elizabeth
50 Winfield Scott Plaza
Elizabeth, N.J. 07201-2462

SUB~'ECT: New Jersey Pollutant Discharge Elimination System
General Permit No. NJ0105023
Permit Re-issuance

GENTLEMEN:

Enclosed is the final reissued NJPDES General Permit NJ01 05023 for Combined·
Sewer Systems with the Response to Comments Document as required by
N.J.A.C.7:14A-15.16. General Permit No. NJ0105023 was issued on February
28, 2000, has an Effective Date February 29, 2000 and will expire on February
28, 2005. The permit has been issued in accordance with the provisions of
N.J.A.C.7:14A.

The general permit has been re-issued with minor modifications as proposed in
the draft permit re-issuance that do not impact the substantive provisions of the
original permit. The most significant modification to the permit is the
incorporation of paragraphs I.E. 3 & 4 that provide for the automatic renewal of
existing authorizations as provided by N.J.A.C. 7: 14A-6.13 (d) 9.

Within thirty (30) calendar days following your receipt of this permit, under
N.J.A.C. 17:14A 17.2 you may submit a request for an adjudicatory hearing to
reconsider or contest the conditions of this permit. Regulations regarding the
format and requirements for requesting an adjudicatory hearing may by found in
N.J.A.C. 7:14A-17.2 (a) through (t), The request should be made to:

Stanley V. Cach, Jr.. PE, PP, Chief
Bureau of Engineering North

PO Box 425
Trenton, NJ 08625-0425

f'.,'ew jerse:'15 an EqUJI OpporfUfUty Employer
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New Jersey Pollutant Disc, ,drge Elimination System
General Permit No NJ0105023
Permit Re-issuance
Page 2 of2

Additionally, the request for an adjudicatory hearing must contain a completed,
signed and dated "Administrative Hearing Request Checklist and Tracking Form
for Permits" (form attached). The original forms shall be submitted to the Office
of Legal Affairs and two copies submitted to the Division of Water Quality at the
addresses listed on the attached form.

If you have any questions concerning the revocation and re-issuance of the
permit, please contact Stanley V. Cach, PEr PP, Chief, Bureau of Engineering
North at (609) 292-6894 or Gautam R. Patel, Chief, Bureau of Engineering South
at (609) 984-6840.

ENCLOSURES
General Permit for Combined Sewer Systems and attachments
Request For Authorization and instructions
Notice to Permittees of Final Permit Decision
Administrative Hearing Request Checklist and Tracking Form for Permits



CERTIFIED MAIL No.) /
f~3~ cQ3tf &8,

Christine Todd Whitman
Governor

DeRartment of Environmental Protection
Bureau of Engineering North

Municipal Finance and Construction Element
PO BOX 425

Trenton, NJ 08625-0425

February 28, 2000

Robert C. Shinn, Jr.
Commissioner

\
I

Honorable Mayor J. Christian Bollwage
Mayor, City of Elizabeth
50 Winfield Scott Plaza
Elizabeth, NJ 07201

Dear Mayor Bollwage:

SUBJECT: New Jersey Pollutant Discharge Elimination System
NJPDES Permit No. NJ0105023
General Permit for Combined Sewer Systems
Notice of Automatic Renewal of Authorization
Individual Authorization No. NJ0108782

We are pleased to inform you that your Individual Authorization under the General
Permit for Combined Sewer Systems N..IPDES No. NJ0105023 was automatically
renewed until February 28, 2005 pursuant to NJAC 7:14A-6.13. Enclosed with this
letter you will find a copy of your renewed Individual Authorization. Please include a
copy of the renewed Individual Authorization in the Combined Sewer Overtlow Control
Pollution Prevention Plan (CSOPPP).

The General Permit for Combined Sewer Systems NJPDES No. NJ0105023 is issued to
control the discharge of pollutants from Combined Sewer Systems through Combined
Sewer Overllow Points (CSO Points). The General Permit was re-issued on February
28, 2000, has an Effective Date of February 29, 2000 and will expire on February 28,
2005.

Existing authorizations were renewed automatically when the general permit was
issued. The most recently submitted Request for Authorization (RFA) (A copy is
enclosed.) was considered a timely and complete request for authorization under the
reissued permit. The automatic renewal of an Individual Authorization was applicable
for any permittee who had an Individual Authorization under the permit immediately
prior to the effective date of the reissued permit.

Enclosed with this notice is a copy of the most recent RFA and the renewed Individual
Authorization for your facilities. If any information contained in the Individual
Authorization, specifically, any information contained in Table CSO-1, or that

New Jersey is an Equal Opportunity Employer

Recycled Paper
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NJPDES Permit No. NJ01 vo023
Notice of Automatic Renewal of Authorization
Page 2 of 2 Pages

which is contained in the enclosed RFA of record, is no longer valid, accurate,
and/or complete, the permittee is required to provide the correct information to
the Department within 90-days after the effective date of the permit.

'A copy of the general permit and a new RFA package is enclosed with this letter.
Please complete the enclosed RFA and FORM A: SCHEDULE OF CSO POINTS
and return the completed and signed RFA along with a FORM A to the
Department at the address included on the RFA within 90-days after the effective
date of the permit.

The Department appreciates your efforts toward accomplishing the goal of
providing cleaner water for our State and looks forward to building upon our joint
achievements.

Additional information concerning the Re-issued General Permit or the Renewal
of the Individual Authorizations may be obtained between the hours of 8:00 AM
and 4:00 PM, Monday thorough Friday by contacting Stanley V. Cach, PE, PP,
Chief, Bureau of Engineering North at (609) 292-6894.

Sincerely,

tanley V. Cach, r. PE, PP, Chi
Bureau of Engineering North
Municipal Finance & Construction

ENCLOSURES
Individual Authorization
RFA of record
New RFA package



CERTIFIED MAIL No.
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Christine Todd Whitman
Governor

Department of Environmental Protection
Bureau of Engineering North

Municipal Finance and Construction Element
PO BOX 425

Trenton, NJ 08625-0425

February 28, 2000

Robert C. Shinn, Jr.
Commissioner

Mr. Blaise E. Lapolla
City of Elizabeth
50 Winfield Scott Plaza
Elizabeth, N.J. 07201-2462

Dear Mr. Lapolla:

SUBJECT: New Jersey Pollutant Discharge Elimination System
NJPDES Permit No. NJ0105023 .
General Permit for Combined Sewer Systems
Notice of Automatic Renewal of Authorization

. Individual Authorization No. NJ0108782

We are pleased· to inform you that your Individual Authorization under the
General Permit for Combined Sewer Systems N,"IPDES No. NJ0105023 was
automatically renewed until February 28, 2005 pursuant to NJAC 7:14A-6.13.
Enclosed with this letter you will find a copy of your renewed Individual
Authorization. Please include a copy of the renewed Individual Authorization in
the Combined Sewer Overllow Control Pollution Prevention Plan (CSOPPP).

The General Permit for Combined Sewer Systems N.IPDES. No. NJ0105023 is
issued to control the discharge of pollutants from Combined Sewer Systems
through Combined Sewer Overilow Points (CSO Points). The General Permit
was re-issued on February 28, 2000, has an Effective Date of February 29, 2000
and will expire on February 28, 2005.

Existing authorizations were renewed automatically when the general permit was
issued. The most recently submitted Request for Authorization (RFA) (A copy is
enclosed.) was considered a timely and complete request for authorization under
the reissued permit. The automatic renewal of an Individual Authorization was
applicable for any permittee who had an Individual Authorization under the permit
immediately prior to the effective date of the reissued permit.

Enclosed with this notice is a copy of the most recent RFA and the renewed
Individual Authorization for your facilities. If any information contained in the
Individual Authorization, specifically, any information contained in Table CSO-I,

New Jersey is an Equal Opportunity Employer

Recycled Paper
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NJPDES Permit No. NJ01v,-,u23
Notice of Automatic Renewal of Authorization
Page 2 of 2 Pages

which is contained in the enclosed RFA of record, is no longer valid, accurate,
and/or complete, the permittee is required to provide the correct information to
the Department within 90-days after the effective date of the permit.

A copy of the general permit and a new RFA package is enclosed with this letter.
Please complete the enclosed RFA and FORM A: SCHEDULE OF CSO POINTS
and return the completed and signed RFA along with a FORM A to the
Department at the address included on the RFA within gO-days after the effective
date of the permit.

The Department appreciates your efforts toward accomplishing the goal of
prOViding cleaner water for our State and looks forward to building upon our joint
achievements.

Additional information concerning the Re-issued General Permit or the Renewal
of the Individual Authorizations may be obtained between the hours of 8:00 AM
and 4:00 PM, Monday thorough Friday by contacting Stanley Cach, Jr., PE, PP,
Chief, Bureau of Engineering South at (609) 292-6894 .

Sincerely,

\f,~
Stanley Cach, r., PE, PP, Chief
Bureau of Engineering North
Municipal Finance & Construction

ENCLOSURES
Individual Authorization
RFA of record
New RFA package
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NEW JERSEY· POLLUTANT

DISCHARGE ELIMINATION SYSTEM

The New Jersey Department of Environmenlal Protection hereby grants you· a NJPDES permil for the facility/activity named in this
document. This permit is the regulatory mechanism used by the department to ensure your discharge will not harm the environment. By
complying with the terms and conditions specified, you are assuming an important role in protecting New Jersey's valuable water
resoun;es. Your acceptance of this permit is an agreement to conform with all of its provisions when constructing, installing, modifying, or
operating any facility for the collection, treatment, or· discharge of pollutants to waters of the stale. If you have any questions about this
document, please feel free to contact the department representative listed in the permit cover letter. Your cooperation in helping us protect
and safeguard our state's environment is anticipated and appreciated.

PERMIT NUMBER NJOI08782

).
/'

Permittee

ELIZABETH CITY OF
50 WINFIELD SCOTT PLAZA
ELIZABETH NJ 07201

Property Owner
----------~--------

ELIZABETH CITY OF
50 WINFIELD SCOTT PLAZA
ELIZABETH NJ 07201

Co-Pennittee

Location of Activity
---~--------~-------------

ELIZABETH CITY OF
50 WINFIELD SCOTT PLAZA
ELIZABETH NJ 07201

========================~=======~===================================

Current Authorization
Covered By This Approval
And Previous Authorization

Issuance
Date

Effective
Date

Expiration
Date

'CSO:COMBINED SEWER OVERFLOW (GP) 02/28/2000 02/29/2000 02/28/2005

==~========~===========~============================================

By Authority of: ~VCM /
DEPAUTHORITION ~

Stanley V. Cach Jr., PE, PP
Chief, Bureau of Engineering North

(Terms, conditions and provisions attached hereto)

Division of Water Quality



NJPDESfDSW PERMIT NUMBER NJ01 08782
INDIVIDUAL AUTHORIZATION PAGE CONTINUED

This individual general permit authorization authorizes the City of Elizabeth to operate a
combined sewer system for the collection and conveyance of wastewater and to discharge
untreated wastewater in the form of combined sewer overflows from the combined sewer
overflow points listed on the Table CSO-I, in accordance with terms and conqitions of
the General Permit for Combined Sewer Systems NJPDES Permit No. NJ0105023.

Table CSO-I

001
002
003
005
006
007
008
009
010
011
012
013
014
016
017
021
022
025
026
027
028
029
030
031
032
034
035
036
037
038
039
040
041
042

Alina St. No. 1
Dowd Ave. No.2
Westfield Ave. No.3
Westfield Ave. No.5
Crane St. No.6
W. Grant, E. Bank
W. Grant St. W. Bank
Murray S1. E. Bank
Murray S1. W. Bank
Rahway Ave. W. Bank
Rahway Ave. E. Bank
S. of Rahway Ave.
Broad St. E. Bank
Broad St. W. Bank
Broad S1. W. Bank
South Spring St. E. Bank
South St. E. Bank
Montgomery S1., W. Bank
John St.,E. Bank
Summer St.,W. Bank
Summer St., W. Bank
S.Front S1.,E. Bank
East Jersey St. & Front St.
Livingston S1.
Magnolia Ave.
Puleo Plaza
Third Ave., E. Bank
Irvington Ave. Dod Ct.
Bayway
Trenton Ave., E. Bank
Schiller St.
Pulaski St., W. Bank
Morris Ave., W. Bank
Bridge St., E. Bank

40°40'49"
40°40'19"
40°40'04"
40°40'04"
40°40'01 "
40°39'58"
40°39'58"
40°39'47"
40°39'47"
40°39'41"
40°39'41 "
40°39'39"
40°39'39"
40°39'38"
40°39'38"
40°39'32"
40°39'28"
40°39'22"
40°39'15"
40°38'59"
40°38'59"
40°38'40"
40°38'47"
40°38'48"
40°38'51 "
40°39'07"
40°38'33"
40°40'15"
40°38'06"
40°38'46"
40°39'46"
40°38'47"
40°40'10"
40°39'32"

74°11'30"
74°11'26"
74°13'15"
74°13'11 "
74°13'09"
74°13'09"
74°13'08"
74°13'09"
74°13'10"
74°13'06"
74°13'04"
74°13'04"
74°12'57"
74°13'03"
74°12'56"
74°12'53"
74°12'39"
74°12'40"
74°12'33"
74°12'37"
74°12'37"
74°11 '26"
74°11'12"
74°11'09"
74°10'53"
74°10'15"
74°11'43"
74°13'12"
74°11 '57"
74°12'52"
74°12'52"
74°12'32"
74°13'11"
74°12'43"

Peripheral Ditch
Great Ditch
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Eiizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Arthur Kill
Arthur Kill
Arthur Kill
Newark Bay
Elizabeth River
Elizabeth River
Arthur Kill
Elizabeth River
Great Ditch
Elizabeth River
Elizabeth River
Elizabeth River
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VII. EVALUATION OF ALTERNATIVES

A. Introduction

To develop an effective abatement program, the characteristics

of all real rainfall events as recorded at Newark Airport were

analyzed for the period 1963 through 1974. The frequency distribu­

tion of precipitation total amounts and preceding dry hours by event

have been previously presented. Sewer solids are. deposited In

streets and sewers during dry periods. These are removed. in part, or

in whole, by rainfall events, depending on their intensity, total

amount and duration. Because of the frequent occurrence of raIn­

falls, the sewer system does not normally ·store great incremental

amounts of the dry weather flow pollutant. Also, significant sewer

solids deposits are restricted to a relatively small length of sewers

in Elizabeth. However, pollutant deposits in street~ are widely

distributed, although usually in greater relative quantities in the

commercial and industrial areas than in the residential areas.

B. Alternatives for eso Pollution Abatement

Alternatives for the abatement of pollution from combined sewer

overflows generally consist of the following: sewer separation,

treatment including screening, settling and chlorination or the swirl

separator, off-line storage (downstream near interceptor), in-line

storage (upstream storage in sewers or tanks), flushing, non­

structural techniques, and combinations of these alternatives.

1. Sewer Separation. Separation of the sewers In a combined

basin can be costly and not effective. In Elizabeth an estimated 54

percent of the pollutants in eso originate in surface washoff. A

separate syste~ ~uld continue to discharge these pollutants, unless

flow routing was introduced which would permit directing the initial
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flush of rainfall runoff to treatment. Pollutants discharged from a

combined system can be less than those from a separate system (both

storm and sanitary) without incurring significant additional costs

for the total system. If limited lengths are required to achieve

separation, such works ~ay be the cost-effective solution if the

amount of P?llutants generated in the area served is relatively

small.

2. Combined Sewage Treatment Plant (CSTP). These ~lants may

provide storage, settling after their storage volume is filled, and

disinfection of overflows. At the end of the rainfall event, waste

remaining in the plant's tanks is routed to treatment along with the

dry weather flow. Unless the plants are made quite large, the major

benefit is obtained from the available storage volume.

3. Off-Line Storage. Off-line storage facilities may be at a

downstream location in the drainage area where sufficient flows are

tributary and land is available. Storage basins may be earthen

lagoons, covered or uncovered concrete tanks, or below ground storage

facilities. In addition to providing storage, such facilities usual­

ly include flow diversion structures, pumping facilities, regulating

structures, screening facilities and sludge removal or suspension

facilities. The construction cost of storage basins has been esti­

mated using data provided by the U.S. Environmental Protection

Agency. These costs have been adjusted to reflect current costs.

They do not include costs for rock excavation, piles, unusual de­

watering conditions, interconnecting sewers, etc. Such tanks may

provide cost-effective facilities for pollution abatement. A typical

tank is shown in Plate VII-l and associated Flow Control Module in

Plate VII-2.

4. In-Line Storage. In-line storage or collection system

storage takes advantage of the volume in the larger diameter sewers

for storage. Regulators, level sensors and other appropriate appa-
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ratus are installed which allow rout ing of storm flows. The pipe

volume could provide regulation"by installing a restricted outlet.

In major storms, which do not statistically contribute significantly

to pollution, provision is required to open the regulato~ to permit

passage of peak flows. A typical Sto"rm Sewer Storage Module and Corne

bined Sewer Storage Module is shown in Plates VII-3 and VII-4, re­

spectively. Movable crest dams could also be used in a storage mod­

ule. Controlled storage within an existing combined sewer system

could be a viable alternative provided sufficient volume 15 avail­

able. A volume capable of storing the runo ff from _0.1.5 inches of

rainf~ll provides a substantial degree of csa pollution abatement.

Flushing stations to remove settled solids should be provided for

each storage site.

Previous studies have investigated the use of an "advanced com­

bined sewer system" which combines flow routing with in-pipe storage

provided 1n over-sized sewerS. Such a system makes use· of overland

flow for runoff for some distance before interception of the runoff

in the collection system. The sani tary flow is picked up at the

source in small diameter pipes, thereby reducing the cost of the col­

lection system, Storage located to control flow from two- thirds of

the area can be as effective as storage located at the furthest down­

stream point 1n the area. Such systems appear to have greatest ap­

plication where new areas are being developed or where the existing

system requires extensive-replacement.

5. Swirl Separator. The swirl separator 1S of simple con­

struction and has "no moving l'arts. A cut section is shown in Plate

VII-5. The basic construction consists of the following main parts:

(a) inlet ramp which introduces the incoming flow at the bottom of

the chamber, while preventing surcharges on the immediate upstream

sewer, (b) flow deflector which directs flow after completing its

first revolution in the chamber to be deflected inwards, (c) scum

ring which prevents floating solids from overflowing, (d) overflow
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weir and we1r plate which carr1es the overflow to discharge and cap­

tures some floatables, (e) spoilers, which reduce rotational energy,

thus improving the separation efficiency, (f) floatables trap which

stores floatables, (g) foul sewer outlet which directs concentrated

combined sewage to the interceptor for treatment, and (h) downshaft

which directs the lower concentration, high volume, wet weather flows

to the receiving water.

6. Sewer Flushing. Sewer flushing alternatives are an adjunct

to, but are not a substitute for, structural facilities to obtain

pollutant reduction in the eso's. Sewer flushing during dry days is

more effec;tive in reducing BOD than SS in eso. Resuspended solids

tend to resettle in downstream sewers. With dilute sewage, flushing

becomes less effective and may result in greater costs than other

alternatives to achiev"e the same degree of pollution control. The

average solids deposition per foot in trunk sewers may be greater

than that in lateral" sewer"s. The effectiveness of flushing in larger

size sewers n~eds investigation.

Flushing of selected sewe"rs on a regular basis, along with a

program of physical cleaning, should economically insure the contin­

uing capability of sewer laterals and trunks to provide maximum ca­

pacityand storage for combined flows. The selected sewers would

have normally low velocities that would not maintain sewer solids in

suspension during dry weather. Flushing may be expected to wash out

significant parts of pollution associated with the organics. Physi­

cal cleaning may be required to move sand and grit. A flushing

station consists of a manhole containing an hydraulicilly-operated

quick opening gate and a chamber housing air compressors, electrical

control system, sump pump and appurtenances. The sewer would be

blocked until the desired sewage volume was contained to produce a

flushing wave. The sewage wo~ld then be quickly released. The

volume of sewage impounded during this procedure would be monitored

by water elevation to prevent backups into service connections.
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Since sewer flushing may be desirable, the relationship of pipe

wall shear stress, flow, pipe size and pipe slope was investigated.

The analysis assumed steady flow and that the Manning formula ap-

plied. Sriccess has been reported in flushing sewers 12 to 15 in~hes

in diameter by maintaining flows of 0.5 cfs for about two minutes to

create a wave of celerity. This would indicate that a shear stress

equal to 0.04 pounds per square foot could be suffi~ient for effec­

tive flushing. The relationship between shear stress, pipe diameter,

flow and pipe slope is shown in Plates VII-6, VII-7 arid VII-B. A

flow of 0.5 cfs may not be successful in flushing larger sized pipe

unless the pipe slope equalled 0.005 or more. At a flushing flow of

1.0 cfs, all pipe sizes up to seven feet with a slope of at ·least

0.003 might be flushed successfully. At a flushing flow of 1.5 cfs,

all pipes up to seven feet diameter and a slope of 0.003 might be

suitable candidates for flushing. For a given slope and flow, the

shear stress is relatively constant. Hence, large pipes might be

flushed successfully with relatively small quantities of water. This

could offer aid in cleaning sewers of deposits after wet weather

flows have been stored to permit routing combined sewage to treat-

ment.

Costs of sewer flushing based on full-scale operating experience

is not available. Estimates ,are based on automatic flushing equip­

ment and should be verified by. field demonstration.

7. Interceptor. Existing or new interceptor capacity upstream

of the pumping station may also be used to provide csa pollution

abatement. Flow can be stored in the interceptor until treatment

capacity becomes available. Costs and storage .methods are the same

as for in-pipe storage. Interceptor capacity equal to. 10 percent of

the peak flow from a design storm with a five-year return frequency

might capture for treatment about 90' percent of the pollutants in

csa. However, this would require a peak ratio of about 20 times the

DWF.
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8. Street Sweeping. Street sweeping IS the manual or mechani­

cal cleaning conducted by municipal personnel. Mechanical sweeping

is most common. Effectiveness is related to the sweeper efficiency,

cleaning frequency, number of passes, equipment speed, pavement con­

ditions, equipment type and public awareness. At present, street

sweeping may well be 30 percent or less effective due to equipment

limitations and parked cars blocking curbs. Street sweeping also can

have high costs.

9. Catch Basin Maintenance. A catch basin is a chamber, usu­

ally built at the curbline of a street, which transfers stormwater

from the street surface to a sewer or drain. At it s base is a sump

which retains sediment, grit, surface drainage and organics including

leaves, grass, pet fece"s, etc., below the invert level of the exist­

ing outlet pipe. The volume of pollutant contained in the sump is

small compared to the total amount available to mix with storm run­

off. If not cleaned regularly, the catch basin may introduce pollu­

tant rather than remove it. The catch basin sump may be filled with

concrete to eliminate the need for cleaning.

10. Flow "Source Control. The general classification of flow

source controls covers all other non-structural alternatives. These

include the use of rooftops, parking lots, etc., for the storage of

rainfall, the use of porous pavement in streets and parking lots to

reduce runoff quantities and other methods designed to capture or re­

duce the effect of surface runoff to upstream locations. These

methods appear impractical in a highly developed area where new con­

struction is not expected on a large enough scale to effect signifi­

cant resu 1ts .



e. Feasible Alternatives

VIl-7

Because sewer flushing coupled with in-line and/or off-line

storage can provide a substantial degree of CSO pollution abatement,

the City's sewer system has been analyzed to determine locations

where:

1.

2.

3.

sewer flushing would be beneficial ln limiting dry weather

deposits;

sewers could be used to provide in-l i.ne storage to· store

flows for diversion to treatment after the rainfall sub­

sides, and

locations are available to provide storage tanks.

Sewer flushing stations are defined ln Table VIi-I; in-line

(pipe) storage locations in Table VII-2 and storage tank locations in

TableVII-3. Plates VII-9 through VII-28 show the locations of the

various tanks. Their construction and operating and maintenance

costs were estimated on the basis shown in Chapter IX.

D. Effects of Individual Alternatives

Table VII-4 and VII-S present the effects of various individual

options available for eso pollution abatement for areas dra.ining to

the Westerly and Easterly Interceptors, respectively. The effective­

ness of the individual optio~s are described briefly here following.

Area NNW. Upstream storage tanks (above elements 216 and 715)

are relatively high in cost per unit of pollutant removed as is the

swirl separator. However, these upstream storage tanks would relieve

the flooding o~ .streets and cellars wi th comb ined sewage. A down-



TABLE VII-l

POTENTIAL SEWER FLUSHING STATIONS

Livingston @ Sixth 133
Trumbull bet. Sixth & Schiller 901

Second @ Magnolia 925
First @ Broadway 935
Front @ Fulton 955

Third @ Zamor ski 962
Third @Geneva 966
Third @ Loomis 991

Drainage Area

NNW
NNW
NNW
NNW

NNE
NNE
NNE
NNE

NCE
NCE

CCN
CCN
CCN

CCS
CCS
CCS

WW
WW

NEN
NEN
NEN

NES

SE
SE

SSE
SSE
SSE

SSW
SSW
SSW

Location

Elmora & Murray
Gr ove @.Penningt on
Orchard @Chilton
Orchard @ Morris

North Broad @Waverly
Newark @Clinton
Pingry @Salem
Union @ Oakwood

Jefferson @Mary
Jefferson @Chestnut

Catherine, West of CRR N.J.
Reid @East Grand
Reid @East Jersey

First @Sixth
Third @ Niles
Fourth @Palmer

South Elmora @Lidgerwood
Summer @South Broad

Fanny & Madison
North @ Adams
Van Buren bet. North & Fanny

Fairmont @Henry

Sewer Junction

711
717·
720
723

827
830
836
839

851
858

185
201
307

971
974
979

19
231

807
812
821

321





·."
.:.:'

-;:".

<:.

Area

NNW
NNW

NNE
NNE

NCE

NCW

CCN

CCS

ww

NEN

NES

SE

SSE

ssw

NNW

NNW

NCW

CCN

ssw

SE

SE

SE

TABLE VII-3

POTENTIAL STORAGE TANK LOCATIONS

Location

Westfield Ave., opp. Galloping Hill Rd.
Crane St. @Union St.

Union Ave. @Prince St.
Union Ave., bet. Morris & Prince

Scott Park

Pearl St. & South Broad

Fourth Ave., bet. South & Center Sts.

Fourth Ave., bet. Seventh & John

. Clarkson Ave., bet. Summer & Garden

Kellogg Park

Dowd Ave. & Progress St.

Trumbull @First St.

Elizabeth Ave. @ South Front St.

Third Ave. @ South First St.

Baker Pl., bet. Springfield Rd. &
Elmora Ave.
Carteret Park

Caldwell Park

Catherine St. bet. East Grand @CRR N.J.

Southwest of Butler & Second

Trumbull St. & CRR N.J. - Perth Amboy
Branch
Broadway & Seventh St.

Seventh St., bet. Parkway & CRR N.J.

Max. Storage
Volume (mg)
Considered

3.50
3.27

1. 64
1.64

1.06

2.18

2.53

0.87

3.98

1.86

0.89

4.44

1.69

1.19

1.27
1.67

1. 75

1.24

0.96

1.17
2.14

1.48
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stream location for off-line storage (at Crane and Union Streets)

should relieve pollutants at about one-third the unit cost of the

upstream tanks, but would not relieve the present street and cellar

flooding. In-line storage 1n an existing sewer 1S low in cost per

unit of pollutant .removed but, because of the restricted amount of

storage available, is limited to divert to treatment less than 40

percent of the pollutants. Sewer flushing is also economical but can

only be expected to divert to treatment about 25 percent of the pol­

lutants. On the other hand, a relatively large storage tank locate~

downstream can be expected to remove better than 70 'percent of the

pollutants. A large sewer, located on Westfield Avenue, receives

overflows of combined sewage. By utilizing the storage available in

this sewer, almost 50 percent of the pollutants reaching it can be

diverted to treatment at a modest cost. If higher degrees of removal

are required a combination of options is indicated.

However, each option except the first in a series would remove

less pollutant than the individual option since less pollutant would

reach it. Since NNW is located farthest upstream and discharges

about 20 percent of the City's total wet weather pollutarit load, a

significant reduction in these pollutants should improve the river

water qual,ity.

Area NNE. Variations of five basic options were considered,

sewer flushing, in-line storage in combined sewers, downstream off­

line storage, a swirl separator and in-line storage in existing large

storm drains. Parallel utilization ,of combined and storm sewers for

in-line storage was most economical and could divert to treatment

almost 50 percent or more of the pollutants in the wet weather flow.

Flushing at two locations was next in least unlt cost but could only

route to treatment about ten percent of the total pollutants. Off­

line storage was next in unit cost but could only route to treatment

about 45 percent of the 'total pollutants. The swirl separator was

IllOSt costly and would route for treatment only about 30 percent of
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the pollutants because parts of this acrea are served by a separate

system. This area currently contributes about seven percent of the

total wet weather pollutant discharges from the City. However, its

upstream location on the Elizabeth River could justify a higher de­

gree of pollution abatement.

Area NCE. A large part of this area has been provided with sep-

arate storm sewers. However, there are interconnections between the

storm and combined sewer systems and about two-thirds of the wet

weather pollutants result from the storm sewer discharge. Alterna­

tives considered include sewer flushing at two locations, in-line

storage on Jefferson· Avenue, off-line storage on West Scott Place, a

swirl concentrator and ·in- line. storage in the storm sewer on West

Scott Place. Sewer flushing would remove about five percent of the

pollutants, and would be relatively costly •.In-line storage on

Jefferson Street and West Scott Place would be least costly and would

direct to treatment about 45 percent of the pollutants. Off-line

storage in Scott Place would have somewhat lower unit costs than

flushing but could divert to treatment about 30 percent of the pollu­

tants. The swirl separator would be somewhat higher unit costs than

off-line storage, but would divert only 17 percent of the pollutants

to treatment. A high degree of pollution abatement in this area

would require a combination of options.

Area NCW. Only two options are available for this area, off­

line storage at Pearl Street and South Broad, and a swirl separator.

The off-line storage would direct to treatment about 66 percent of·

the pollutants at .a lower cost .per unit of pollutant than can the

swirl separator which would only divert about 50 percent. The two

options could opera·te in series if a greater degree of .pollution

abatement is required.

Area CCN. Options considered included sewer flushing at three

locations, off-line storage at Catherine Street, between East Grand
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Street and the CRRNJ, for both pollution abatement and relief of the

underpass flooding with combined sewage, in-line storage at South and

South Spring Streets, off-line storage at Fourth Avenue between South

and Center Streets. Sewer flushing has the lowest cost per unit of

pollutant diverted but would divert only about 35 percent of the

pollutants to treatment. Off-line storage at Catherine Street IS

costly but may not be excessively so considering its dual function.

It could divert to treatment about 45 percent of the wet weather

pollutants. In-line storage has low costs per unit of pollutant

diverted bui could only divert to treat~ent about 25 percent of the

pollutants. Off-line storage at Fourth Avenue has lower costs per

unit of pollutant diverted than at Catherine Street and could divert

to treatment about 75 percent of the pollutants. The swirl separator

has higher unit c6sts and could remove about 50 ~ercent of the

pollutants.

Area CCS. Options available are sewer flushing at - up to three

locations, off-line storage on Fourth Avenue between Seventh and John

Streets and the swirl separator. Sewer flushing would divert to

treatment from 25 to 30 percent" of the pollutants with the least unit

cost alternativ.e being a single station. The off-line storage basin

could divert to treatment as much as 80 percent of the pollutants at

a higher but not unreasonably so, unit cost. - The swirl separator has

the greatest cost per unit of pollutant removed.

Area WW. Options considered included in-line storage in com­

bined and storm sewers, sewer flushing at two locations, off-line

storage on Clarkson Avenue between Summer and Garden and the swirl

separator. Sewer flushing has the least unit cost but could divert

to treatment less than 25 percent of the total pol-Iutants. In-line

storage is the next lowest unit cost option but could only divert to

treatment about 20 percent of the pollutants. Off-line storage costs

were reasonable, although somewhat higher in cost per unit of pollu­

tant diverted to treatment, but about 60 percent of the pollutants
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could be so diverted. The swirl separator has the highest unit cost

and would divert to treatment only about 33 percent of the total pol­

lutants.

Areas NCW, CCN and CCS, between them, contribute about 12 per­

cent of th'e total City's wet weather pollutant discharge (or about 21

percent of that discharged to the Elizabeth River). Area 'WW, by it­

self, contributes about the same. The river water quality has been

shown to det~riorate at an accelerated rate between Summer and

Trenton Avenues and that gross pollution exists from South Street

downstream. Accordingly, wet weather pollutant discharges from these

areas appear to require attention if the river is to be reclaimed.

Area NEN d is,charges to the Easterly Interceptor with wet weather

overflows to Newark Airport's Peripheral Ditch. The area contains

both combined and storm sewers. Options considered include sewer

flushing, storage at Kellogg Park for pollution abatement and relief

of combined sewage flooding, in-line storage in combined and storm

sewers and the swirl separator. Sewer flushing was the least unit

cost option. However, it would divert to treatment only about 30

percent of the -total pollutants. Storage at Kellogg Park is the

highest unit cost option and would only divert to treatment about 30

percent of the pollutants. In-line storage in combined and storm

sewers would be moderate in cost and could ,divert about 47 percent of

the pollutants to treatment. The swirl separator is somewhat higher

ln unit cost than in-line storage but would divert to treatment about

30 percent of the pollutants now discharged.

Area NES also contains both combined and storm sewers. Wet

weather overflows discharge to the Great Ditch. Options available

are sewer flushing, in-line storage in a storm sewer, off-line stor­

age at Dowd Avenue and Progress Street, and the swirl separator. The

least unit cost alternative is in-line storage which would divert

about 35 percent of wet weather pollutants to treatment. Sewer

flushing is next to lowest in unit costs, but would divert only about
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eight percent of the wet weather pollutants. Off-line storage has

greater unit costs, but is not unreasonably expensive, and could di­

vert about 38 percent of the pollutants. The swirl separator woul.d

be highest In unit costs and would divert about 23 percent of the

pollutants. The pollutant removed by in-l ine storage woul.d be add i­

tive to that removed by other options.

Area SE 1S served by a combined sewer system. Its wet weather

discharges enter the Great Ditch and the Newark Bay at its confluence

with the Arthur Kill and are relatively large, aboutl4 percent of

the City's total. Options considered included off-line storage at

Broadway and Seventh Street, which would serve the dual function of

relieving combined sewage flooding at Seventh and Court Streets,

Sixth and Court S·treets, and Trumbull and Seventh Streets and reduc­

ing wet weather pollutant discharges; sewer flushing; off-line stor­

age at Trumbull Street and First Street and the swirl separator.

Off-line storage (0.74 million gallons) at Seventh ·Street and

Broadway would be reasonable in cost but would divert to treatment

only about 35 percent of the total pollutants. Sewer flushing would

be very economical and would divert to treatment about 74 percent of

the pollutants., Off-line storage at Trumbull and First Streets pre­

sents costs per unit of pollutant diverted that are about two-thirds

that of storage and Seventh and Court Streets and about ten times

that for sewer flushing. It could divert to treatment, however,

about 92 percent of the pollutants now discharged. The swirl separa­

tor has highest unit costs and would divert to treatment only about

half the total pollutants now discharged.

Area SSE contains both combined and storm sewers. Wet weather

pollutants now overflow to the Arthur Kill. Options considered in­

clude sewer flushing, in-line storage in both combined and storm

sewers, off-line storage at Elizabeth Avenue and South Front Street

and the swirl separator. In terms of cost per unit of pollutant .re­

moved, the order starting from least cost is sewer flushing followed
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by in-line storage In the storm sewer, off-line storage, in-line

storage ln the combined sewer and finally, the swirl separator. The

percent of total pollutant diverted to treatment by each of the op­

t ions IS:

Option

Sewer Flushing

In-Line Storm Sewer Storage

Off-Line Storage

In-Line Storage Combined Sewer

Swirl Concentrator

% Pollutant Diverted

18

20

68

12

38

A high degree of pollutant diversion to treatment would .equire

a combination of options with the orily option directly additive to

others individually or in combination being in-line storm sewer

storage.

Area SSW is served by a combined sewer system. Wet weather pol­

lutants discharge to the Eliz~beth River between South Front and

South First Streets and immediately south of Trenton Avenue. The

area discharges about five percent of the wet weather pollutants from

the City. However, the discharge appears to enter the pollutant sink

and In small rainfalls could be washed upstream with the incoming

tide. Options considered include sewer flushing, dual-purpose ~tor­

age for pollution and combined sewer flooding abatement, in~line

storage for pollution abatement and the swirl separator. In terms of

cost per unit of pollutant removed, the order, starting from least

cost, is sewer flushing, in-line storage, off-line storage, dual pur­

pose off-line storage and the swirl separator. The percent of total

pollutant diverted to treatment by each of the options is:

-"



Option

Sewer Flushing

In-Line Storage

Off-Line Storage

Dual Purpose Storage

Swirl Separator

% Pollutant Diverted

37

37

89

"73

50
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While off-line storage can divert a large part of the total pol­

lutants to treatment, a combination of sewer flushing and in-line

storage with off-line storage could provide equal benefits at a lower

cost.

Area SW includes that part of the City located south of the

Turnpike and west of the Elizabeth River. Major industries, inc 1 ud­

ing Phelps" Dodge Copper Products Co. and Reichold Chemical, and the

Joint Meeting Plant are located in this area. The original Joint

Meeting Trunk Sewer is located in Bayway. Before construction of the

Joint Meeting Plant, the raw sewage of the Joint Meeting municipali~

ties was discharged through this sewer. With the construction of the

treatment plant~ this sewer was intercepted at Bayway and Pulaski

Street. However, the City of Elizabeth continued to use this "sewer

to discharge "highly polluted, untreated, industrial wastes to the

Arthur Kill until 1968 when "the Bayway Interceptor was constructed.

This Interceptor diverted dry weather flow in the 72-inch brick

Bayway sewer to the Easterly Interceptor. Wet weather flows st ill

discharge untreated to the Arthur Kill. By providing a level actu­

ated control on the flap valve of the present regulator, most of this

flow can be stored and diverted to treatment. The amount of pollu­

tant that would be so treated is as follows:
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Existing Condition

Pipe Storage*Utilized

Annual Overflow

SS BOD Flow

(lbs/yr) Obs/yr) (mg/yr)

13308 4136 -1.6

797 442 0.4

*Volume 0.34 mg

E. Combination of Options for Pollution Abatement

The above discussions consider each option individually. The

effects of combinations of options have been analyzed by the method­

ology previously defined. Tables VII-6 and VII-7 summarize pertinent

data upon which the various alternatives for pollution abatement have

been analyzed. The facilities included In the various alternatives

are coded in the "Area" columns and can be detennined by reference to

Tables VII-4 and VII-5.

Areas Served by Westerly Interceptor. Table VII-6 lists over

1000 alternatives for diverting to treatment wet weather pollutant

overflows, ranging from the present condition to diversion of about

83 percent of the total pollutants presently discharged. The alter­

natives are combinations of the options presented in Table VII-4. As

an example of how the coding IS used, the facilities included in case

640 for about 80 percent raw BOD discharge diversion are as follows:
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PLATE IX-I

FACILITIES

ABATEMENT

EXISTING

LEGEND:

TRIBUTARY AREA

COMBINED SEWER
FLUSHING MODULE

COMBINED SEWER
I N-liNE STORAGE MODULE

STORM SEWER
IN-LINE STORAGE MODULE

COMBINED SEWER
OFF-LINE ur<OERGROU~D STORAGE TANK

STORM SEWER
OFF-LINE UI<OEHGROUND STORAGE TANK

COMB I NEO SEWER
FLUSHING MOOULE

COMB I NED SEWER
IN-LINE STORAGE r~OOULE

STORM SEWER
In-LINE STORAGE MODULE

COMBINED SEwER
OFF-LInE UI·i[,ERGROUND STORAGE TANK

STORM SEWER
OFF-LINE UI<DERGROUrm STORAGE IAtlK

COMBINED SEWER

STORM SEWER

INTERCEPTOR

COMBINED SEWER OVERFLOW POINT

COMBINED SEWER OVERFLOW RELIEF

COMBINEO SEWER REGULATOR

SEGMENT NUMBER

JUNCTION NUMBER

INITIAL PHASE OR STAGE CONSTRUCTION

,n

•
~

•
'1'

SEWAGE POLLUTION
FACILITIES PLAN

FUTURE PHASE OR STAGE CONSTRUCT ION

~
.2'4

2.056.

VOLUME-MG

2.•••

1.00

•

~
.'_.6

OJ-A

VOLUME-MG

LOO!!

0240

c

COMBINED

NEWARIC INTE9NATIONAl

AI~PORT

CITY OF NEWARK

.'

/
/

::;:;---~-

~ARK
~::=:==~~:=:----~, BA Y POL LUTION ABATEM ENT

"

HILL:i1DE TOWNSHIP

UNION TOWNSHIP

CITY OF
LINDEN

ROSELLE

CLINTON BOGERT ASSOCIATES

(
\



CITY OF ELIZABETH, NEW JERSEY

POL LUTION ABATEM ENT

INITIAL PHASE OR STAGE CONSTRUCTION

• COMB INED SEWER
FLUSH I NG MODULE

0.266
COMB INED SEWER
IN-LINE STORAGE MODULE

2.056.
STORM SEWER
I N-L1 NE STORAGE MODULE

VOLUME-MG

2.69.
COMBINED SEWER
OFF-LINE UNDERGROUND STORAGE TANK

1.00
STORM SEWER
OFF-LINE UNDERGROUND STORAGE TANK

FUTURE PHASE OR STAGE CONSTRUCTION

t>
COMBINED SEWER
FLUSH I NG MODULE

O.I.ot:. COMBINED SEWER
I N-L1 NE STOR'AGE MODULE

0."&
STORM SEWER
IN-LINE STORAGE MODULE

VOLUME-MG

I.06!!
COMBINED SEWER
OFF-L1 NE UNDERGROUN,D STORAGE TANK

0.2' rn STORM SEWER
OFF-L1 NE UNDERGROUND STORAGE TANK

8 TRIBUTARY AREA

COMBINED SEWER

STORM SEWER

INTERCEPTOR

COMBINED SEWER OVERFLOW POINT

COMBINED SEWER OVERFLOW RELIEF

COMBINED SEWER REGULATOR

SEGMENT NUMBER

JUNCTION NUMBER

01 /\TE:" I v_ I

FACILITIES

ABATEMEI\IT

EXISTING

LEG E NO:

'"

•
~

•

SEWAGE POLLUTION
FACI LIliES PLAN

t

COMBINED

NEWARK IN"ERNATIONAL

A'P.~')RT

CITY OF NEWARK

/
/

E ....ERGR'EEN

CEMETERYHILL;;IDE TOWNSHIP

2POOo 1,000
~.

UNION TOWNSHIP

CITY OF
LINDEN

ROSE LLE

1
j

I

CLINTON BOGERT ASSOCIATES
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Clinton Bogert Associates

Consulting Engineers since 1924

270 Sylvan Avenue
Englewood Cliffs, NJ 07632
(201) 567-7979 (201) 567-8886 Fax

.-- ....

June 15, 1993

Honorable Mayor and Council
City of Elizabeth
City Hall
50 Winfield Scott Plaza
Elizabeth, NJ 07021

PARTNERS
Ivan L. Bogert
Herbert L. Kaufman

PRINCIPALS
Wayne Eakins
John H. Scarino

PRINCIPAL ASSOCIATES
Johannes deWaal
Francis J. Dobrowolski
Joseph M. Grgin
Ignaz Rottenbucher

Dear Mayor and Council:

Re: CSO Abatement Strategy Report
Solids~o~I~Reduetion

~.

The Federal Clean Waters Act (CWA) requir~ combined sewage overflows (CSO) to comply with
technology-based requirements to minimize the impact of CSO on (1) receiving water quality, (2) aquatic
biota, and (3) human health. To comply with this Act, the New Jersey Department of Environmental
Protection and Energy (NJDEPE) has instituted a phased program which initially requires solids one-half
inch and larger to be eliminated from CSO discharg~, to be followed by additional steps in a later phase
involving either (a) b~t available practical control technology, (b) b~t conventional control technology,
or (c) b~t available technology economically achievable.

Transmitted herewith is our Report on the cost-effective works to eliminate the discharge of
combined sewage flo~l~ and solids 1/2 inch or greater from the City's 34 outfalls subject to the
provisions of NJDEPE combined sewage overflow (CSO) permits. This plan is in compliance with the
State's phased implementation of technology-based requirements of the CWA. Where consistent with the
objective of preventing the discharge of solids/floatabl~ 1/2 inch or larger in the CSOs, this plan also
presents the b~t available technology economically achievable to (1) maximize the interception of CSO
consistent with treatment plant and interceptor capacities, and (2) more effectively utilize in-line storage,
previously provided to divert combined sewage to treatment at an acceptable rate.

Excess combined sewage discharges to the waterways via 17 primary, 9 relief and 8 minor
outfalls. Upon evaluating the alternatives, optimum strategi~ are proposed at each type of outfall.
Detailed hydrologic studies of 44 years of rainfall data at Newark Airport indicated that a higher degree
of treatment for combined sewage generated by rainfalls at a rate of 0.2 inches per hour with lesser
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treattnent for combined sewage from rainfalls in excess of this rate should meet the interim State
requirements and facilitate meeting the future ultimate Federal requirements at relatively low cost.

-1

"."'P'l.

The selected alternative for the primary CSO Outfalls includes: (1) 13 first flush facilities (FFFs)1
designed to comply with the first phase solids removal, (2) 14 diversion and screening facilities (DASFs) \
at the consolidated primary outfalls, designed to: (a) divert the majority of CSO volume to 13 proposed \

\

downstream FFFs, and (b) screen the less polluted ensuing flows generated by high intensity rainfall. \

Auxiliary construction required for the proper operation of the FFF and DASF includes (a) seven
new tide gates, (b) 16 remote actuated shutoff gates on DWF interception points, (c) four regulator
relocations, (d) modified hydraulic control of four storage module flap· gates, and (e) piping for
consolidation of adjacent outfalls.

The selected alternative for the nine relief outfalls includes the construction of relief DASFs at
the 12 internal relief interconnections, that divert the combined system flow into the adjacent relief system.
The relief DASFs would be equipped with vertical separation of the flows and manually cleaned bar
screen with 112-inch wide openings to capture solids retrofitted into the existing or expanded chamber at
the interconnection.

Auxiliary work required for relief outfalls operation includes: (a) modified hydraulic control of
four storage module flap gates on relief outfalls, (b) a new barrel for the Morris Avenue siphon, and (c)
reconstruction of a demolished East Jersey Street relief outfall.

The proposed work at minor outfalls is separation of the combined sewers to eliminate CSO at
each of the eight minor outfalls. About two miles of new storm and sanitary sewer are proposed to be
installed. In addition, catch basins directly connected to the interceptor system would be disconnected.

The construction will occur throughout the City in relatively confined areas. Most of the major
construction for FFFs is proposed in vacant industrial lots, parking lots and fringes of future parkland.
Construction of some of the piping connected to the DASF and FFF, and sewer separations will require
detouring of traffic. Most of the proposed work can be constructed without disrupting the present sewage
flows. There will be some temporary use of the adjacent property required for construction Appropriate
barricades would minimize the disturbance ofthe adjacent industries and business, minimize rubbernecking
and keep children and vandals off the sites.

The estimated construction cost ofthe recommended work is $20,690,000 based on 1993 price
data. The total project capital cost is $24,759,000. It is assumed that the present program of funding the
preparation of Contract Documents through 90 percent grants will be continued under the Combined Sewer
Overflow Fund. The City has applied for such grant funding. The requested grant amount is $1,800,000.
The remainder of the project costs, $22,679,000, should be funded by low interest loans under the State
Revolving Fund.

ab--
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Based on 1993 costs, the annual operating and maintenance expense would be $590,000. The
annual payment by the City, assuming an ad valorem tax increase would equal $2,133,000 based on the
annual operating cost, plus the debt service on the project loan. Households would pay $1,261,100 per
year. The remainder of the cost would be paid" by other taxed entities. The average householder's
incremental annual charge is estimated to be $30.52. This is 0.098 percent of the medHm annual 1993
household income in Elizabeth.

Very truly yours,

CLINTON BOGERT ASSOCIAlES

~HerbertL. Ka an
N.J. P.E. Ucense o. 13647

HLKlDHH:lr
1339 AE
Enclosure

't'.

A
'~

cc: Myrna Mila-Rivera, Business Administrator
Blaise Lapolla, Public Works Director
Ernesto 1. MartiCdrena, P.E., City Engineer
William Holzapfel, Esq., City Attorney
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EXECUTIVE SUMMARY
COMBINED SEWER OVERFLOW

SOLIDSIFLOATABLES REDUCTION

Introduction

The Elizabeth sewer system includes 34 outfalls for which NJDEPE combined se,wage overflow

(CSO) permits are required and have been issued. Twenty-six discharge to the Elizabeth River, four to
- _,_.n .. -'-'_'__ h_ .. _ ... _ ..._._ • __._ •• _ ,_._ ..... __._~ ...__ ..---•.••

ArthUr Kill, two to the Great Ditch, and one each to _!IJ,~.NewarlcN.m9rtP.eri~h~~Ll?-itch..aIl<1_~~'!Y~!
, -- - .,-- -_.'.~'.------ -'--'---~'" "-... -. _..... ,-.. _- ...._.' _.- .. ".-...•. ---

Bay. CSO discharges are to comply with technology-based requirements of the Federal Clean Waters Act--- .

(CWA). This requires minimizing the impact of esos on: (1) water quality, (2) aquatic biota, and (3)

human health. Technology-based standards must consider either: (A) best available practical control

technology, (B) best conventional control technology, or (C) best available technology economically

achievable. To attain this goal, the State has developed a phased implementation strategy. A program

to eliminate the discharge of combined sewage floatables and solids 1/2 inch or greater is now being

required. This criteria limits the types of facilities to (a) vortex-type Separators, (b) fine screens, or (c)

settling basins. Storage for a design storm which might be experienced four times per year on average

would provide more extensive treatment than is now required, and would entail greater costs for both

construction and operation. Subsequent phases may require CSO pollutant reduction, approaching that

resulting from primary treatment. The State has provided 90 percent grants to fund municipal reports to

investigate and recommend cost-effective plans to meet the goals of the present phase. The NJDEPE has

indicated its intent to also provide 90 percent grants for the preparation of contract documents of facilities

described in approved plans.

Problems, Needs and Objectives

Where consistent with the objective of preventing the discharge of solidslfloatables 1/2 inch or

larger in the esos, this plan also presents the best available technology economically achievable to (1)

maximize the interception of CSO consistent with treatment plant and interceptor capacities, and (2) more

effectively utilize in-line storage, previously constructed, to divert combined sewage to treatment at an

acceptable rate. The proposed work must provide for (A) equipment reliability, (B) flexibility and

compatibility with possible future CSO abatement phases, (C) limiting capital and operating costs, and (D)

mitigating environmental disruption. The plans proposed are to conform to the rules and regulations of

(i) USEPA and NJDEPE for eso abatement strategy, (li) the NJDEPE Coastal Resources Division, for

work in flood plain or fringe, (iii) COE, for work along the Elizabeth River and Arthur Kill, (iv) The State
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and County Highway Departments, (v) Amtrak and Conrail, (vi) Bi-County Soil Conservation District,
~
.1'; regarding excavation, (vii) Elizabeth Zoning Board, and (viii) EUJM, regarding the quantity of intercepted

..6.';"c.A

flow.

Existing Setting and Conditions

.;:;.Jj"

The 11.7 square mile City of Elizabeth, the Union County Seat, contains about 110,000 residents

and ~xtends to tidal Newark Bay and Arthur Kill. Land use in low lying eastern Elizabeth is industrial.

Port Elizabeth and Newark Airport are located immediately northeast of the developed urban area. The

central and western sections of the City are separated by the Elizabeth River. These sections include a

mix of urban residences, commercial developments, institutions and light industry.

Sewage Treatment. All sanitary sewage, and limited rates of combined sewage and urban

drainage, from Elizabeth are conveyed to the regional EssexlUnion Joint Meeting (EUJM) Treatment Plant

in southeastern Elizabeth. Treated plant effluent discharges to Arthur Kill. In 1992, flows from Elizabeth

constituted about 25 percent of the average 66 mgd EUJM Plant flow. About 91.5 percent is pumped to

the EUJM Treatment Plant by Elizabeth's Trenton Avenue Pumping Station (TAPS); the remaining 8.5

percent of Elizabeth's sewage, from the Elmora section, enters the EUJM Trunks by gravity. By Contract

Agreement the peak rate of flow that TAPS may discharge to the EUJM Plant is 36 mgd. However, the

CWA requires as much combined sewage as possible for effective treatment to be delivered to the EUJM

Plant

Intercepting System. Municipal gravity interceptors convey the City's sewage to TAPS. The 2.2­

mile Westerly Interceptor serves the central and western parts of the City, and generally following the

Elizabeth River. The 4.0-mile Easterly Interceptor along Arthur Kill and the northeastern tidal ditches

serves the southern and eastern parts. The Westerly Interceptor capacity is sufficient to convey maximum

dry weather flow (DWF) rates, while the Easterly Interceptor can convey about three times the maximum

DWF rate. Plates Sa and 5b show the interceptors.

Collection System. There are about 120 miles of intercepted sewers in the City's collection

system, excluding building connections. TIlls includes combined sewers that discharge the storm runoff

and sanitary wastes in the same pipe, and separate sanitary sewers.



\,'.'

--<:.:;j

.,..
,,'

5-3

System Improvements. During the 1950s and 1960s, the City installed several relief and separate

storm sewers, to eliminate frequent flooding. Relief sewers have one or more upstream interconnections

that permit surcharged combined sewers to overflow into the relief sewers. During the late 1970's and

early 1980's, the U.S. Corps of Engineers (CaE) abated serious Elizabeth River flooding by increasing

the flow capacity of the River. In the 1980's the City implemented phases of their "CSO Pollution

Abatement Program" constructing: (a) capacity increases in the Westerly Interceptor, (b) 13 in-line storage

modules with regulated interception on sewers with substantial in-line storage capacity, (c) 11 flushing

modules that reduce the discharge of settled solids to the waterway during CSO events.

CSO Interception Limitation. During moderate rainfall, the City's combined sewage flow rates,

substantially exceed: (a) the capacity of the interceptors, (b) the capacity of TAPS, or (c) the effective

treatment capacity of the EUJM Treatment Plant. It is necessary to limit the rate of combined flow

entering the interceptor at each point of combined sewage interception. Excess combined sewage

discharges to the waterways via 34 permitted outfalls classified herein as primary (17), relief (9), and

minor (8). Tide gates on most outfalls prevent the interception of waterway flow.

Primary OutfaUs. Primary outfalls serve significant drainage areas, andovertlows a dry weather

flow (DWF) diversion dam and discharges to the waterway , when the capacity of the regulated

interception connection is exceeded. Table 2.2.1 lists th~!imary outfall~_ along with their: (1)

discharge waterway (2) outfall sizes, (3) drainage areas, (4) in-line storage capacities, and (5) flushing

modules.

Relief OutfaUs. Relief outfalls primarily discharge separate storm runoff, and discharge combined

sewage only during higher intensity rainfall when the upstream flow levels in the adjacent combined

sewers rise to the level of interconnections. Table 2.2.2 lists the.E!Ee re1!~,LQutf~l~ along with: (1) the

adjacent primary system relieved, (2) outfall sizes, (3) tributary separate areas, (4) in-line storage

capacities, and (5) method of interception.

Minor Outfalls. Minor outfalls serve relatively small, or partially separated drainage areas, and

discharge when the capacity of the regulated interception connection is exceeded. Table 2.2.3 lists the

eight minor outfalls to the Elizabeth River that are intercepted by the Westerly Interceptor, along with their

'dIain-eterSaDd p~ally separatect service areas. These minor outfalls may more readily be separated than

outlet-controlled.
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Present CSO Interception Regulation. Due to obsolescence, many of the float operated gates

that limited the flow into the interceptor have been abandoned or removed. Fixed orifices, which permit

a wide range of intercepted flows based on hydraulic gradient, and vortex valves, which provide a more

constant discharge, now regulate flows into the interceptor. At several in-line eso storage facilities,

normally open shutoff gates on the interception connection automatically shut when storage volume is

filled and the flap gate opens to discharge stored combined sewage to the waterway.

Technical Basis for the Proposed Work

CSO Characteristics. A study relating combined sewage pollutant concentrations demonstrated:

1.

2.

3.

The excess BODs loadings in combined sewage associated with rainfall is highly variable.

The maximum BODs loading can exceed three times the BODs resulting from the DWF.

Greater loadings and concentrations are associated with small rains following dry periods

than with subsequent larger rainfalls. There is a distinct first flush effect

There appears to be a negligible increase in BODs discharge associated with runoff after 2.0

inches of rain have fallen, indicating that runoff from the first 2.0 inches of rainfall cleans

the streets and sewers of most pollutants.

Rainfall Intensity Distribution. Neglecting losses, combined sewage rates are proportional to

rainfall intensity. Historically, the hourly rainfall intensity distribution is highly skewed. The maximum

hourly intensity exceeded 2.0 inlIir, once in 44 years. However, in 89 percent of all rainfall events no

hourly intensity exceeded 0.40 inlhr, and in 70 percent of the events no hourly intensity exceeded 0.20

inlhr.

Initial RainfaJ.I Intensity. The first flush results from the initial rainfall which usually is of low

intensity. Based on all rainfall events of more than 0.06 inch, 92 percent of the initial hourly intensities

are less than 0.20 inlhr, and 94 percent of the average intensities over the initial two hours, less than 0.20

in/hr. For the relatively few rainfalls with initially high intensity, the flushed pollutants are diluted by the

runoff volume.
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Implications. The cost and land requirements of eso solids intercepting facilities are dependent

on the capacity of the units. Based on the intensity distribution, and the associated eso loading

distribution, the optimum cost-effective solids reduction would be achieved with a two-element facility.

One element, a first flush facility (FFF), would treat the fIrst flush pollutants most effectively, and the

second, a diversion and screening facility (DASF), would satisfactorily treat the less polluted subsequent

flows.

Alternatives

Initial Evaluation. Screening, and vortex systems were evaluated for use as FFFs at_~primary
" ---'-

_~~~allS-c- Screening alternatives eliminated during preliminary and secOndary evaluation included:

(1) mechanically cleaned bar screens, (2) cylindrical mechanically cleaned fIne screens, (3) hydrasieves,

(4) micro-screens, and (5) belt screens. Reasons for elimination included: (a) potential for clogging, (b)

ineffectiveness in intercepting solids 1/2 inch or larger, (c) excessive solids disposal costs, (d) unreliability

(e) excessive land requirements and capital costs (f) complexity, (g) costly cleaning and maintenance, and

(h) potential structural problems. The surviving alternatives, the swirl separator and rotating drum screen
---.·-__.•.••__.-...-__ ...__'r. ··-........ ,••••~ ......... "<-..,..:..---=~"'-"'... .... _--'r~_ ...-... -- --

were compar~in detail in the final evaluation.--'------ ---------------------_. -,,- --- ----

Vortex Type Separators. Vortex separators, of which the swirl separator is in the public domain,

are solids settling and concentrating systems with no mechanical equipment to maintain that are suited
,

to intercept fIrst flush solids. At flow rates below design capacity their performance imProves.

Preliminary debris screening is not required. Swirl separators are circular tanks with diameter to depth

ratios of about 4 to 1. The tangential entry of the pumped FFF influent generates rotational currents that

concentrate settleable solids into an eccentric floor channel that discharges to the foul outlet for

interception. To limit flow rates to the interceptor, vortex valve regulators restrict foul outlet flow rates

to the maximum DWF, and automatic shutoffs are installed in the DWF connection upstream. Floatables

are concentrated in surface traps and drain to the foul outlet when the storm ends. At low flow rates all

floatables should be contained in these traps. QarifIed FFF effluent overflows a circular surface weir and

discharges through a vertical center pipe. At design flows, occurring on average 24 times per year, a few

floatable plastic wrappers, containers and bags, condoms, and small food bags may overtop the weir. A

ring of vertical rectangular bars between the weir and the center effluent pipe is provided to prevent their

discharge to the waterway. At the sites proposed for FFFs listed in Table 5.2.1, enclosing the swirl

separator in ~ superstructure is not required. A screen security fence should suffice.
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Rotating Drum Screens. Self-cleaned rotating drum screens are less costly than other mobile

screens. The drum screen is a partially immersed perforated hollow cylinder with a diameter twice its

width, supported by central spokes radiating from a horizontal axis. A motor rotates the drum. Pumped

influent flow discharges outwardly through the screen 3/8 inch or smaller perforations that form the

drum's periphery. The vertical rotation lifts solids trapped along the inner periphery out of the flow

where solids are jet washed and mechanically scraped into hoppers in a slurry suitable for interception.

The only intercepted flow would be the screen washwater at rates ranging from 0.05 to 0.2 mgd. Some

form of self-cleaning trash rack is required upstream of the drum screen as protection from large debris.

Special maintenance systems are required to prevent clogging with oil, or organic growth, and corrosion.

A ventilated superstructure with suitable provisions for maintenance and odor control would be needed

to cover the drum screens.

FinaJ Evaluation. When evaluated by technical, environmental, and economic criteria, FFFs with

swirl separators have clear advantage over rotating drum screens. Both systems should capture CSO

solids and floatables 1/2 inch or larger before discharge. Tests have shown screens with apertures 1/4 inch

or greater will intercept only about 1 percent of the total solids. The swirl separator can reduce the

discharge of screenable solids to a degree approaching primary treatment during more highly polluted

flows such as expected in the first flush, and may be more readily integrated into subsequent phases of

the State's CSO abatement program. The drum screen requires a superstructure and systems of ventilating

jet washing, screen scraping and ultraviolet exposure. With no moving parts, the swirl separator requires
,

less maintenance. Estimated project capital costs with swirl separators are $7,189,000 less, and annual

operating costs $270,000 less, than with rotating drum screens. The swirl separator alternative is cost-
.... - ...........,..-~.-...-

effective, and is accordingly recommended.

Proposed Facilities at Primary OutfaJls

The selected alternative for the 17 existing primary CSO.Outfalls includes:

(1) 13 first flush facilities (FFFs) at sites listed in Table 5.2.1, complete with access, utilities,

controls, helical pumps; swirl separators and regulated foul outlets, along with,

(2) 14 diversion and screening facilities (DASFs) at the consolidated primary outfalls, complete

"with access, baffles, dams, bar screens, FFF influents and effluents, that: (a) divert the first
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flush of the CSO volume to 13 proposed downstream FFFs, and (b) screen a portion of the

less polluted ensuing flows generated by high intensity rainfall.

(3) Auxiliary construction required for the proper operation of the FFF and DASF including:

(a) 14 sets of DASF connections to the primary outfalls,

(b) seven tide gates, where required by elevation and unusable existing tide gates,

(c) 16 remote actuated shutoff gates on DWF interception points to prevent overloading

the capacities of the interceptors or TAPS when the foul outlets are discharging,

(d) four DWF regulator relocations at Outfalls 001, 002, 037 and 040, and other

. interfering utility pipe relocations, to accommodate the FFFs and DASFs,

(e) modified hydraulic control of four storage module flaP gates upstream of Outfalls

001,005,027 and 035 to prevent overloading the FFF, and

(f) piping for consolidation of adjacent Outfalls 005 and 006, and 010, 011 and 013 to

single outfalls, and Outfalls 027 and 040 to a single FFF, relocations of Outfall 010

and 027.

These are described briefly hereinafter, and are fully defined in the body of the Report

Primary Outfall Facility Elements

The CSO discharged from the primary CSO outfalls would be subject to solidslfloatable

interception in two parallel elements, (l) an FFF with helical pumps and a vortex type separator to provide

optimum interception of solids/floatables in flows generated by the initial rainfall period; and (2) DASF

to divert flows to the FFF and intercept solids/floatables in the less polluted flows generated by the

subsequent rainfall of increments of intensity greater than that normally generating the first flush.

Capacities and Usage. With proposed FFF capacities ranging from 6-t0-56 mgd, limited to the

runoff developed by a rainfall of 0.20 inlhr plus the maximum dry weather flows, about 85 percent of the

runoff flow and 94 percent of the first flush flow could be diverted through FFFs. On average, the FFF

would be in use during parts of 84 days per year, though oilly about 25 days at capacity. The parallel

DASF capacities ranging from 28-to-84 mgd will equal the capacity of the upstream system, in case a

power or mechanical failure disables the helical pumps, the oilly mechanical equipment in the FFF. On

average, the DASF screen would be in use during parts of 23 days per year. Generally, flows through

the DASF screen would be at a much lower rate than tlle screen capacity.
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Flow Route. From a diversion manhole to be constructed on the existing outfall downstream of

the point of DWF interception, all eso would be diverted into the DASF upstream of the screens. From

there, the FFF influent would flow into the FFF pump well to be pumped to the swirl separator that has

two outlets. The solids laden foul outlet would pass through a vortex regulator and discharge by gravity

to the interceptor. The clarified swirl separator effluent would rettlm to the existing or relocated outfall

either directly or through the DASF under the screen, joining with any flow through the DASF screen.

DASF effluent would discharge by gravity to the outfall sewer, and in most locations pass through an

existing or new tide gate, prior to discharging to the waterway.

Sites. The FFF and DASF must be near the primary outfall and interceptor to which they connect

Existing adjacent development limits the FFF and DASF sites to parking lots and vacant lots along the

Elizabeth River, Arthur Kill and the eastern waterways; and, in two cases, to small land areas planned as

a part of future parklands. Maintenance access is required at all proposed FFFs and DASFs. The DASF

can be located completely underground, and be accessible through maintenance openings.

FFF Influent Pumping. Due to the hydraulics of the system low head pumping of the FFF

influent is required to route the eso through the swirl separator and back to the outfall, at all the

proposed FFFs. The pumps will permit the FFF to discharge clarified effluent to the waterway concurrent

with the Spring high tide elevation. Twin helical pumps ranging from 30-to-66 inches in diameter are

provided, that will match the influent flow up to the design capacity, The pumping structure includes the
"

subsurface pump feed well, the pump channel and the above ground effluent channel and motor support,

and ranges in size from 35-by-ll feet to 62-by-22 feet A roof deck with ample ventilation would be

provided over the helical pump channels to reduce thermal movement. The electrical control would be

contained in surface level cabinets.

Swirl Separator. The proposed swirl separator tanks range in internal diameter from 12-to-3l feet

The tops of the tanks range from several feet above grade at low lying sites to slightly above grade at

higher sites. A cover with suitable access openings may be installed over the separator tank.

/~ Interceptio~,swirlsepar~!QL~ul_()l!t.!~t.t1Qw..W01!t~t~.~~~arg~e in~~p~rs ~~..~~v~o/.,
, The length of the propos~ interceptor connectors varies from 30-to-600 feet. To limit TAPS flow to 36
.........~.,~._- .. -"-~' ..__ ._--~,.,--,-_..:.:,,-=' . , ....-~- .."' .....,----,......~_.=-,,~'

mgd, proposed vortex valve regulators, in chambers adjacent to the swirl separator, would provide a

relatively constant interception rate equal to the maximum DWF.
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Diversion and Screening Facilities (DASF). The DASF allows an alternative flow route for (1)

the increment of flow in excess of FFF capacity during normal operation, and (2) all the flow, should a

power or pump failure be experienced. The DASF will house a baffle, a dam and a manually cleaned bar

screen. The baffle and dam, will (a) induce floatables and solids in the excess flow toward the FFF

influent, and (b) prevent flows less than the FFF influent capacity from overflowing through the screens.

The manually cleaned screens with 1/2 inch openings are provided to intercept solids and floatables this

size or larger from the less polluted increment of flow in excess ofFFF capacity, normally after the highly

polluted fIrst flush has been diverted. Manually cleaned bar screens are to be used in the DASF, due to:

(1) the relative infrequency of usage, (2) the greater infrequency of operating at capacity, and (3) the lower

concentration of solids/floatables reaching the screen. The proposed DASFs range in s~~Jtom 31-by-14
~----:"--=-----'~-=-- ---"~---"' ...-....._"".-,... .

feet to 19-by-6 feet.

....---
Outfall Connections. Two large DASF diversion manholes on each existing outfall downstream

of the DWF interceptor connection are required to divert all eso to the DASF and receive the DASF

effluent. The section of outfall between the manholes would be plugged.

Tide Gates. New tide gates will be required on the outlet of seven proposed DASFs to prevent

tidal waters from overtopping the DASF dam, and being intercepted by the FFF. Existing tide gates can

be utilized in several locations.

Upstream Interception Shutoffs. To prevent interception of combined flow from two sources in

the same subsystem during rainfall, remote operated shutoffs would close the DWF interceptor connection,

when flow in the swirl separator reaches a preset level.

Regulator Relocations. The regulator diverting dry weather flow to interception must be upstream

of the DASF connections to the outfall, to keep dry weather flow out of the FFF. This constraint requires

the relocation of four existing regulators to upstream locations.

Module Modifications. At four primary outfalls with storage modules upstream of the DASF

connections, the control system for the flap gate would be modified to open and close incrementally in

response to changes in upstream storage level. 1hese modifications are required to (1) prevent exceeding

the FFF capacity, (2) intercept more ofthe stored combined sewage, and (3) prevent the release of shock

loads to the waterway.
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Consolidations. Along the Elizabeth River flume, it is cost effective to treat all the CSO generated

by Outfalls 005, 006, 010, 011 and 013 at two joint FFF and DASF sites near Outfall 005' and relocated

Outfall 010. It also is cost effective to divert the first flush from primary Outfalls 027 and 040 to a single

remote joint FFF north of Outfall 027.

Outfalls to Waterways. New outfalls to the Elizabeth River are proposed. where primary Outfalls

010 and 026 are to be relocated. Appropriate rip-rap protection of the watercourse around the headwall

would be provided as required.

-;;T Proposed Work at Relief Outfalls

,0.::.'

l.-...

Relief DASFs. The selected alternative for the nine relief outfallLiJJ&ht4e£.!!!e co~~tion of __

relief DASFs at the q)n~oLreli~f....m..rer....£Q.!IDec!i~.m listed in _L3:ble 5.5.1, that divert the combined
_~_,",~_...... h_'__"-"----:'--'- - M,_ ••• "' • • ~''''''''''::=.-A_.... =~~

....... system flow into the adjacent relief system. Th~ASF~WQ.u1d..b.e_.equipped.-with.Ye.I1ical'§~lll!!~~~.,,",.._~
--.........."-"'- ._.=:u:>Krr'Ol".a.:,..-.,"'.......'L.•'"".'.: -: .,.._~.;.:,:.._;.:.""~~.----

__ ".._.__~~.!!!~_.fl~ws and manually cleaned bar screen, with 1/2 inch~!de openings to captur~~~oli¢.;F~tr~fitted
--_., __•• ,:..,~,,-,_~.~_._ •. _ •• _"., __'-_•• __-: •• -=,....-.;..:...'"""'-">;.-..=-~_~... • •• -- __•.:.'""""-\~"""-.-..........- ......, •.••.• __..,.,....~~.---"•••-,.-~--'" . •••-.,.L--.........~";;Ir

into the existing or expanded chamber at the interconnection. Table 5.5.1 lists the location, sizes and
.......... ~ •• _ _ _ .... ,._...~. ~;c,.,,:;.....:..==o:...~.ae=--=' .." .n ......... '"

estimated flows.

Auxiliary Work. Auxiliary work required for relief outfalls operation includes: (a) modified

hydraulic control of four storage module flap gates at relief Outfalls 003, 036, 041 and 042, (b) a new

barrel for the Morris Avenue siphon at Outfall 041 and (c) reconstruction of demolished relief Outfall

030.

Module Modifications. At four relief outfalls with storage modules downstream of the points of

interception, the control system for the flap gate would be modified to open and close incrementally in

response to changes in upstream storage level. These modifications are required to (1) intercept more of

the stored sewage, and (2) prevent the release of shock loads to the waterway.

Morris Avenue Siphon Enlargement. This siphon would be eillarged to prevent excessive use

of relief Outfall 041, and deliver FFF design flows from west of the Elizabeth River to the FFF at

downstream primary Outfall 005.
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Outfall 030 Reconstruction. Relief Outfall 030 has been partially removed, blocking any relief

for Outfall 029. Outfall 030 to Arthur Kill near the marina would be reconstructed under this project.

Appropriate rip-rap protection of the watercourse around the headwall would be provided.

Proposed Work at Minor Outfalls

Separation. The selected alternative is separation ofth.l?_£Om!Ji~e(t~~!V~!~.tQeliminatethe disc~~e_
-..... _ u . ...........~.~... -..r......~ .. ,~.,. .. ,.c-n. -.:..., . - _ ... ----.-...-._.-.-.".-.... _...... - 3

of eSO at each of the eight minor o~tfalls listed in Table 2.2.3. About two miles of new storm and
"'==--- "'O"":""':"'.L-.~1.~..."=- ...,~..,.,."... ~,, ... -.•: ... , •.•1'.i"; ....- .. ~ •.-".- . .;.;..::-.~~.. '-: --._--..•...• " ...... - ... -.... ,'~:... -. - .. -..'-"_. ..~"T' =-.. ~ I -~, ....··-.....-· ... 11 ....- ..."""~'·.· ..:.. .•• ;., ...-"-,••...•

sanitary sewer are proQQ~.!9J?~_installed. In addition, there are. catch-basins .d.irect1Y:__C9..Q!!~ted to the
~~--=_...,----..__.............-~ .. ,.:.I .•, ....'"= .._.. -" - ·-·_·,·_...."_ •..,: ........._."'T... _,··' ,-- -."-._ •.._ ••.....:.-."..4

interceptor system, several along the downstream Westerly Interceptor. Disconnection of these catch
'"-'"""" ,,- .. ~~""""..__<;I"""I:"Ir:-..;;::.j~""....:...4.0I.:,=':73t1'!e~=c.T.;;:.;....··_·.:-·,_·_~..._ ... , ..~.:..l_........:=--=;,;~.·.;:·.r. __ -.-: __-_"'=.=OO';;..:~~- '" 1

basins and re-routing of their flow to a storm system or the river is proposed in or~U9._be abl~JQ...!!lJQ£~e
","---...__"Or«~""-'-""".~.. :o'••• ,~•• _ ..... _._.~,'-.-•••• - ••• -. - ._ ••~._' '-". -_,.._-,,"""'"'-----=_____ _._ .........__=_.~_. .........--.~ .."----~==--:-~;:.."'"~."'._' -" .~_

more in~o.umd...IAPS,_Cl:lP~l!Y.JQr!e,@J~!J~Q.t!<?~"'_

Environmental Concerns

...,. TI!~~~~!!Uction_~i~!=~~ur .t1E:~~<?&Q1.£.Q!X,_!.!1.E~1.~!!~e]L£R!1E.I!e.Q.Ar~~'u __~..!i~.LeQ~~.!a})I~, ,

5.2.1, most of the major construction for FFFs is proposed .ill..Y~::mtindus.tIial lots,_ parking lots and
..- - ,.,..----''''"·=O..,_'''"'.-="~_,....; .... _~.o-:..r''"'"",.,.,.- ...... :.,,.._'":''' •. "'_~......._=~~~ ....,~~.,.....- -

fringes of future park-land. Construction of some of the piping connected to the DASF and FFF, and
........... __ '_.....~-.-.""l .

sewer separations will require detouring of traffic. Most of the proposed work can be constructed without

disrupting the present DWF flow path. There will be some tempOrary use of the adjacent property

required for -construction. Appropriate barricades would minimize the disturbance of the adjacent

industries and business, minimize rubbernecking, and keep children and vandals off the sites.

Costs and Implementation

Construction Cost. As developed in Tables 6.1.1 a and summarized in Table 4.4, the 1993

construction cost of the recommended CSOwork; including 13 FFFs with swirl separators and 26 DASFs

with bar screens and baffle dams is $20,690,000. If the swirl separators in the 13 FFFs were replaced by

rotating drum screens as an alternative, the cost would be about $26;680,000, as developed in Table

6.1.1b. The construction cost estimates include a 20 percent contingency allowance.

Total Project Costs. The total project costs include (1) construction cost, (2) permit applications

and BMWAE and SED coordination, (3) surveys and borings, (4) engineering design and contract
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documents, (5) legal, administrative and fiscal, and (6) construction administration services. The

estimated total project cost is $24,759,000,

Project Funding. It is assumed that the present program of funding the preparation of Contract

Documents through 90 percent grants will be continued under the Combined Sewer Overflow Fund. The

requested grant amount is $1,800,000. The remainder of the project costs, $22,679,000 would be funded

by low interest loans under the State Revolving Fund.

Operating Costs. The 1993 annual operating and maintenance costs for electric power, equipment,

water, heating and ventilating, maintenance labor, equipment maintenance, supplies and parts, debris

disposal and a 10 percent allowance for contingencies, would be $590,000~

Incremental Charge Increases. The annual payment by the City would equal $2,133,000 based

on the annual operating cost, plus the debt service on the project loan with 3.0 percent interest and 20-year

payback. Households, constituting 59.12 percent of the City's tax base would pay $1,261,100 per year,

assuming an ad valorem tax. The remainder of the cost would be paid by other taxed entities. Based on

41,315 households in the City, the average household incremental annual charge is estimated to be $30.52.

This is 0.098 percent of the median annual 1993 household income of $31,000 in Elizabeth.

_., ..--~ ~...
( Permits. The City will require the following NJDEPE Permits: (1) Construction and Connection )

i (TWA), (2) Stream Encroachment, (3) Waterfront Development, (4) Dewatering, (5) Wetlands, and

(6) renewal of the discharge permit. In addition, permits will be required from the County and State I
I

H~gh~ay Departments, cou~ty Park Department, Conrail and Amtrak, some~set-Union Soil Conservation (

DIStrict, U.S. Corps of Engmeers and N.J. Department of Community Affarrs.
......../- :/..;-~-/:?£ rL. - -" :__ I--------/.
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SECTION 1

INTRODUCTION

1.1 Reasons for Report

The Elizabeth sewer system includes 34 Qutfalls that are subject to the provisions of New Jersey

Department of Environmental Protection and Energy (NJDEPE) combined sewage overflow (CSO)

permits. In response to recent regulations prohibiting the discharge combined sewage solidslfloatables 1/2

inch or larger, the City of Elizabeth authorized Clinton Bogert Associates to prepare this Report that

defines a cost-effective plan to comply with the regulations at each outfall. The Report is funded by a

90 percent NJDEPE Grant, and its scope has been pre-approved by the NJDEPE. This program defined

herein is a further stage in complying with the United States Environmental Protection Agency's (USEPA)

National CSO Control Strategy, and with recent NJDEPE requirements, and represents an additional step

that the City is undertaking to reduce pollution from its CSO outfalls.

1.1.1 Regulatory Requirements. CSO discharges from the City's 34 outfalls are to comply with

technology-based requirements of the F~eral Clean Waters Act (CWA). This requires minimizing the

impact of CSOs on: (1) water quality, (2) aquatic biota, and (3) human health. Technology-based

standards must consider either: (A) best-available practical control technology, (3) best conventional

control technology, or (C) best available technology economically achievable.

To attain this goal, the State has developed a phased implementation strategy. The City has

complied with the initial phase prohibiting the discharge of all dry weather waste flows. A program to

eliminate the discharge of all combined sewage floatables and solids 1/2 inch or grea~ is now being

required. This criteria limits the types of facilities to (a) vortex-type separators, (b) fine screens, or (c)

settling basins. Storage for a design storm which might be experienced four times per year on average

would provide more extensive treatment than is now required. .and would entail greater costs for both

construction and operation. SUbsequent phases, now in the process of being defined, may require CSO

pollutant reduction, approaching that resulting from primary treatment.

1.1.2 State Grants. To expedite the implementation of the solidslfloatables discharge prohibition

phase of the CSO program, the State has provided 90 percent Grants to fund municipal reports to

investigate and recommend cost-effective plans to meet the goals of the present phase. In 1991, the City

applied for, and was awarded a 90 percent planning grant to prepare this Report The NJDEPE also offers
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90 percent design Grants for the subsequent engineering design of, and preparation of Contract Documents

for, these facilities. In March 1993, the City applied for the design grant to prepare the Contract

Documents.

1.1.3 Ongoing CSO Abatement Program. Based on a Consent Agreement, the City has been

engaged in an ongoing program to abate pollution from its CSO Outfalls. Eliminating the discharge of

CSO solids/floatables 1/2 inch or larger constitutes the third phase of the program. The initial construction

phase included the 1986-88 construction of facilities under Contract 17 that: (1) eliminated dry weather

overflows by increasing interceptor capacity, and (2) intercepts the first flush of combined sewage with

two storage modules. The second phase included the 1988-90 construction of facilities under Contract

21 that: (1) prevents the build up of settled solids in the combined sewer trunks with 11 flushing modules,

and (2) intercepts the first flush with 11 storage modules. The need for this construction was defined in

the City'S 1981 CSO Abatement Plan.

1.2 Scope and Objectives of Report

This Report meets the City's need to define an affordable program that will abate the discharge of

CSO solidslfloatables 1/2 inch diameter or larger, with an eye toward the long-term CSO control required

to meet water quality standards.

,
1.2.1 Extent of Report. The Report includes background material, technical design· bases,

discussion and evaluation of the alternatives, a recommended plan to improve CSO interception, a

preliminary cost estimate and an implementation schedule.

1.2.2 Limits of Investigation. Alternatives examined in detail consisted of proven, affordable

technologies that could be implemented at the existing outfall sites and are limited to combinations of:

(1) screening, (2) vortex separation, (3) interception control, (4) in-line storage control and (5) separation

of minor outfalls. Investigation of experimental technologies, such as floatables netting, or costly

facilities, such as off-line storage, are beyond the scope. The preliminanly design of facilities proposed

herein define: (1) site, capacity and hydraulic requirements, (2) functional goals, and (3) costs. Detailed

design of the facilities and the development of construction contract documents are deferred to the

subsequent phase.
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1.2.3 Primary Objective. The primary objective of this Report is the development of a cost-
..,7'F

effective plan to prevent the discharge of CSO solids/floatables 1/2 inch or larger from the outfalls. The

proposed work must also provide for: (1) equipment reliability, (2) flexibility and compatibility with

f'r possible future CSO abatement phases, (3) limiting capital and operating costs, and (4) mitigating

environmental disruption.

The plans proposed are to conform to the rules and regulations of the following agencies:

(a) USEPA and NJDEPE for conformance with CSO abatement strategy,

(b) NJDEPE Coastal Resources Division, for work in flood plain or fringe,

(c) United States Corps of Engineers (COE), for work along the Elizabeth River and in Arthur

Kill,

(d). The State and County Highway Departments, where proposed work affects their property

or operation,

(e) Amtrak and Conrail, where proposed work affects their property or operation,

.~ (1) Somerset-Union Bi-County Soil Conservation District, regarding excavation,

(g) Elizabeth Zoning Board, regarding above grade structures, and

(h) Essex-Union Joint Meeting (EUJM), regarding the quantity of intercepted flow.

r
f 1.2.4 Secondary Objectives. Whe~e consistent with the objective of preventing the discharge of
~

CSO solidslfloatables 1/2 inch or larger, this plan also presents the best available technology economically

achievable to meet the follOWing objectives consistent with the City'S long-term CSO pollution reduction

goals:

(1) maximizing the interception of CSO consistent with treatment plant and interceptor

capacities,
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(2) more effectively utilize in-line storage diverting combined sewage to treattnent at an

acceptable rate and prevent the rapid evacuation of stored first-flush, and

(3) reducing the discharge of solidslfloatables smaller than 1/2 inch.

1.3 Organization of Report

The text of this Report is preceded by an Executive Summary. The text of the Report is organized

into seven sections as follows:

Section 1 discusses the purpose, scope, organization of, and participants in this Report.

Section 2 classifies the 34 existing CSO outfalls as primary, relief or minor and describes their

characteristic along with the following pertinent existing sewer system components: (1) regional treattnent,

(2) interceptor system, (3) collection system, (4) regulation, (5) relief system, (6) in-line storage modules,

and (7) flood control. Outfall waterways are also discussed.

Section 3 discusses the investigative approach and the technical basis of the design approach for

the proposed work.

Section 4 develops the alternatives for solids interception at the primary CSO outfalls. After

preliminary evaluation to reduce the number of alternatives, the most advantageous first flush facility

alternatives (1) swirl separation and (2) self-cleaning, rotating drum screens, and their auxiliary facilities

were compared based on effectiveness, long-term environmental, and fiscal criteria Options for relief and

minor outfalls are also evaluated.

Section 5 presents the design criteria and data for the proposed facilities at the three types of

outfalls along with the required auxiliary construction. Also discussed are: (1) the proposed operating and

maintenance cycles, and (2) environmental impacts during construction and proposed mitigation.

Section 6 discusses costs, funding, permits, and schedule. Costs defined include: (1) construction,

(2) project, (3) annual operating, (4) present worth, (5) annual total, and (6) annual per household.
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Section 7 presents a narrative of the proposed work at each outfall including sizes, capacities,

facilities and environmental concerns at the specific sites.

1.4 Participants

The main participants involved in the preparation of this Report and the implementation of its

recommendations are: (1) the City of Elizabeth (City), (2) the Essex-Union Joint Meeting (EUJM), (3) the

New Jersey Department ofEnvironmental Protection and Energy (NJDEPE), (4) Clinton Bogert Associates

(CBA), and (5) CBA subcontractors.

1.4.1 City of Elizabeth. The City, New Jersey's fourth most popuious with 110,000 residents,

is the Union County Seat. The 11.7 square mile City is located along the west banks of tidal Newark Bay

and Arthur Kill. First settled in the 16608, the City's urban development was accelerated in the nineteenth

and early twentieth century by its location along interstate roads, rail-lines, and marine waterways.

In the 1990s, the City. is mature, with little vacant land and a stable population. Land use in the

City's low lying eastern section is nearly all industrial. Port Elizabeth and Newark Airport are located

immediately northeast of the developed urban area The City's central and western sections, separated by

the Elizabeth River, include a mix of urban residences, commerce, institutions and light industry.

1.4.2 Essex-Union Joint Meeting. The EUJM owns and operates the regional trunk sewer

system and treatment plant that serves the City. Restrictions on the volume of flow that may be

intercepted were discussed with EUJM Executive Director Michael Brinker.

1.4.3 New Jersey Department of Environmental Protection and Energy. The Consent

Agreement between the City and the Enforcement branch of the NJDEPE resulted in the construction of

Contract 21 facilities that abated dry weather overflows and Contract 17 facilities that intercepted first

flush and prevented the buildup of solids deposits. The scope of this Report was in conformance with

NJDEPE requirements, and was pre-approved by them. The recommendations of this Report must

conform to NJDEPE policy, and require NJDEPE approval. Upon approval and an additional

appropriation by the State, the NJDEPE could authorize a 90 percent grant to prepare contract documents

for the construction of the recommended facilities.
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1.4.4 Clinton Bogert Associates. CBA Consulting Engineers with input from their

Subcontractors prepared this Report and the engineering analyses and evaluations therein. CBA has

provided engineering reports and contract documents for the City's CSO abatement program since its

inception. Several of these innovative projects have won engineering excellence awards. Design concepts

develoPed By CBA for the City were published as a 1978 USEPA Research and Development Manual,

and appear in the WPCF 1989 Manual of Practice for CSO Pollution Abatement

. 1.4.5 CBA Subcontractors. Subcontractors to CBA for this Report include: (1) Historic Sites

Research, who prepared the Stage IA Cultural Resource Survey included under separate cover as

Appendix; and (2) A-TeCh, who field inspected and video-taped each CSO outfall and regulator, and

provided written and oral narratives.
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SECTION 2
.~

EXISTING SEWERAGE SYSTEM

The City is served by a partially separated combined sewer system. The 17 primary combined

outfal1s discharge combined flows from about 4.2 square miles, mixed with sanitary flow from an

additional 1.0 square mile. The nine relief outfalls discharge a portion of the higher combined flows

diverted from about 2.0 square miles of the primary outfall service area. The eight minor outfalls

discharge combined flows from about 0.1 square mile.

.~ Not all systems discharge excess flows to waterways. Combined and separate surface drainage

from about 0.2 square mile flows directly into the Westerly Interceptor. Combined drainage from about

0.3 square mile flows directly into the EUJM Trunks. A separate sanitary system serves an eastern portion

of the City that includes Port Elizabeth and the industrial area in the former tidal marshlands and

discharges directly to the Easterly Interceptor.

ir Section 2.1 discusses the various portions of the existing sewerage system that are pertinent to the
~:

.~ City's CSO outfall system. Section 2.2 discusses the specific characteristics of the 34 permitted outfalls.

Section 2.3 describes the waterway to which the outfalls discharge.

2.1 Pertinent System Components

Pertinent aspects of the sewerage system discussed herein include: (1) treatment, (2) interceptors,

(3) collection system, (4) intercepted flow regulation, (5) relief sewers, (6) CSO pollution control modules,

and (7) Elizabeth River flood control improvements.

2.1.1 Sewage Treatment. All sanitary sewage, and limited rates of combined sewage, from

Elizabeth are conveyed by intercepting sewers and a pumping s.tation to the regional EssexlUnion Joint

Meeting (EUJM) Treatment Plant in southeastern Elizabeth. Plant effluent is provided secondary treatment

and discharges to the Arthur Kill. In 1992, flows from Elizabeth constituted about 25 percent of the

average 66 mgd EUJM Plant flow. The other 16 municipalities tributary to the EUJM upstream are

reported to have separate sanitary systems.

2.1.2 . Interceptor Systems. Both the EUJM and the City have sewer system that intercept the

City's flows. All of the 34 permitted CSO outfalls are associated with the City's interceptor system.
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. EUJM. The Joint Meeting of Essex and Union Counties (EUJM) receives sewage, from about

440,000 residents in northeastern Union and southwestern Essex Counties in the Elizabeth and Rahway

River watersheds. Parallel EUJM trunk sewers, the Original and the larger Supplementary trunk, convey

upstream flow and extend about four miles through Elizabeth, between the treatment plant and the Union

Township boundary, along the City's southwestern boundary. About 8.5 percent of Elizabeth's sewage,
.,

from the partially combined Elmora section, enters the EUJM Trunks by gravity. By Contract agreement,

the peak rate of flow that the directly connected Elmora section may discharge to the EUJM plant is 4

mgd.

City. The remaining 91.5 percent of the City's flow is pumped by the City's Trenton Avenue

Pumping Station (TAPS) on the east bank of the Elizabeth River, to the EUJM trunk sewer 0.2 mile

upstream of treattnent plant. By Contract agreement the peak rate of flow that TAPS may discharge to

EUJM is 36 mgd. Two municipal gravity interceptors, the Westerly and Easterly, convey the City's

sewage to TAPS. Plates 5.1.1 and 5.1.2 show the routes of these interceptors.

Westerly Interceptor. The City's 2.2-mile Westerly Interceptor extends northwesterly through the

City near the east side of the Elizabeth River to Bridge Street, where it crosses to the west side of the

river. Its upstream end is at Westfield Avenue. The O.5-mile section south of Summer Street is 60- and

48-inch concrete sewer constructed in 1958, with capacity for twice the dry weather peak flow. The 40­

through-28-inch brick section of the Westerly Interceptor between Summer Street and Westfield Avenue,
,

constructed in 1912, has limited capacity to convey combined sewage flows in excess of the maximum

dry weather flow (DWF) rates. This upper section of the Westerly Interceptor was lined with a low

friction Insituform lining in 1986, to provide capacity to convey the maximum DWF rate.

Easterly Interceptor. The 60-to-33-inch. 4.Q-mile, concrete, Easterly Interceptor was constructed

in 1958, to provide trea1ment to City flows which formerly discharged to Arthur Kill, Newark Bay and

the eastern ditches. From TAPS, its route extends: (1) southeasterly along the tidal Elizabeth River, (2)

northeasterly along South First Street to Elizabeth Avenue, (3) northeasterly along Front Street to Ripley

Place, (4) northwesterly generally parallel to Conrail to the NJ Thrnpike, (5) northerly along Dowd

Avenue to Route 1. The Easterly Interceptor has capacity to convey about three times the maximum DWF

rate.

2.1.3 . Collection System. There are presently about 120miles of intercepted sewers in Elizabeth's

collection system, eXcluding building connections. In the nineteenth and early twentieth century, the City
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'This is 0.65 percent of the median annual 1993 household income of $31,000 as determined by U.S.
Census data adjusted by the CPI.

9b. Affordability. Based on conversations with NJDEPE, the criteria for acceptable user charge
burden is based on the criteria for ineligibility for Level 1 environmental review in "Grants for
Wastewater Facilities" 7:22-10.4 (b) 3. This criteria is that if the user cost for the project significantly
exceeds 1.75 percent of the median annual household income, it is not affordable. The total annual sewer
user charge would be 0.65 percent, which by defInition is an affordable user charge.

10. Identify owner operator

10. Owner/Operator. The City of Elizabeth, N.J., is the owner and operator of the City sewer
system, and would own and operate the components of the proposed Project.

llA. Provide area to be disturbed in acres

lIA. Disturbed Area. Table 11 in Attachment 11 lists the acreage to be disturbed by the proposed
work to eliminate the discharge of solidslfloatables at each outfall. The Table subdivides the area
disturbed by FFF and DASF construction and by non contiguous piping. The areas to be disturbed to
construct each of the 13 FFF and contiguous DASF and other chambers is less than 0.3 acre.

llB. Specific impacts to wetland, steep slopes, vegetation and Green Acres

lIB. a. Wetlands. The impact of the project on wetlands is discussed in the response to
Comment lAb.

lIB. b. Steep Slopes. There are no steep slopes that will be impacted by the project.

liB. c. Vegetation. The impact of the project on vegetation is discussed in the response to
Comment lAg.

lIB. d. Green Acres. The impact of the project on Green Acres is discussed in the response to
comment lAc.

12. Resource Inventory Deficiencies
a. existing water quality

12a. Existing Waterway Quality. A discussion of the existing water quality is included in the
response to Comment 4.

b. existing facilities
1. service area condition

12b. 1. Service Area. The existing Service Area condition was briefly described' in Report
Section 1.4.1. A more comprehensive description follows:

ch_-
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Geographic Location. The 11.7 square mile City is located along the west banks of tidal
Newark Bay and Arthur Kill between Latitudes 40 degrees 38-10-42 minutes North and Longitudes 74
degrees 09-to-15 minutes West. Elizabeth is bounded by Newark on the northeast. Union and Hillside
on the northwest, Linden, Roselle and Roselle Park on the southwest, and Arthur Kill on the southeast.
The Elizabeth River traverses the City from north to south. U.S. Route 1, the New Jersey Turnpike Exits
13 and 13A, and Route 1-278 at the Goethals Bridge terminus are part of the City's interstate road system.
The Amtrak Northeast Corridor and Conrail Elizabeth Industrial Track intersect at the City's commercial
Center. Newark International Airport and the Port of Elizabeth occupy much of northeastern Elizabeth.

Development. Urban development was accelerated in the late nineteenth and early
twentieth century, aided by the City's location along interstate roads, rail-lines, marine waterways and its
location within the greater New York-New Jersey Metropolitan Region. Most of the City's subsurface
water, gas and sewer infrastructure was constructed during this period. By 1930, the City'S population
was 115,000 - 5,000 more than its present population of 110,000. Since 1930, most new housing stock
has been multifamily.

Since the 1960s, the Port of Elizabeth, part of the nation's largest container port, the extension
of Newark International Airport and associated industries were constructed in northeastern Elizabeth.
Many of the nineteenth century manufacturing industrial buildings were either razed to make way for more
modem industries, or have been converted to warehouse operations. Between 1969 and 1986, employment
in Elizabeth decreased from about 51,000 to 43,000. During that period, trade and office employment
increased by 3,000 while manufacturing employment decreased by 11,000. In the 1990s, the City is
mature, with little vacant land and a stable population.

Land Use. The City's low-lying eastern section is occupied by Port Elizabeth and Newark
Airport and other industrial development, much relating to port activities. The City's central and western
sections, separated by the Elizabeth River, include a mix of urban residences, commerce, institutions and
light industry. Most residences are in multi-family housing. Only about 7,400 of the City's 41,000
dwelling units are single family, most of which are in the City's northwestern quadrant. The central
business district, which also contains the City and County Administrative buildings, is located south of
the Amtrak-Conrail crossing along the east side of the Elizabeth River.

Drainage and Waterways. The.City has three drainage areas, (a) the southern area that
drains to Arthur Kill and Newark Bay, (b) the central and western area that drains to the Elizabeth River
and (c) the eastern area that drains to the Great Ditch and the Newark Airport Peripheral Ditch. Newark
Bay and Arthur Kill are navigable, tidal marine waterways. The Elizabeth River, which has a drainage
area of 23 square miles and flows southward 4 miles through the City, is tidal south of Rahway Avenue
and is channelled in a cOncrete flume north of U.S. Route 1 and by earthen embankments to the south.
Tide gates at the outlets of the Great and the Peripheral Ditches, which drain about 10 square miles,
prevent saltwater intrusion into these waterways. Surface drainage patterns have been modified by storm
and combined sewers that cross low ridge lines.

Topography. The industrial area, seaport and airport in northeastern Elizabeth are very
flat and generally below Elevation 12. Most of this land is filled reclaimed tidal marsh. Ground slopes
in the rest of the City are generally around one to three percent, and the terrain is slightly rolling. The
surface slopes to the waterways are uneven, and in some locations reversed, creating local sumps that lack

eb_
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constructed combined sewers to discharge the storm runoff and sanitary wastes from developed areas to

the nearest water courses. These were: (1) the Elizabeth River for the central and western portions of the

City and (2) the Arthur Kill, Newark Bay and Great Ditch for the eastern portion. With the advent of

treatment and subsequent construction interceptors, (1) a regulated rate of sewage was diverted into the

interceptors at the locations where each combined sewer outfall passed over the interceptor, and (2)

separate storm and sanitary sewers were constructed to serve newly developed areas.

2.1.4 Regulated Combined Sewage Interception

Need for Limitation. The average dry weather sanitary flow rate is equal to about 0.01 inlhr of

rainfall runoff. Combined sewage flows, therefore, substantially exceed the samtary flow quantities during

moderate rainfall. The Oty's larger combined sewers have several times the capacity of its interceptors.

At each point of combined sewage interception, it is necessary to limit the rate of flow entering the

interceptor. If not limited by the hydraulic capacity of the interconnection, the rate is limited by the

capacity of the interceptor or of TAPS, which is currently limited to 36 mgd.

Excess Flow Path. Excess combined sewage overflows a DWF diversion dam and discharges to

the waterway via the outfall. Where the DWF diversion dam crest is below the tidal or river level, tide

gates are provided on the outfall to prevent the interception of waterway flow. At several outfalls, the

initial volume of excess flow is stored in-pipe by a storage module, as described in Section 2.1.6.

Present Regulation. Originally most points of combined sewage interception were equipped with

float operated regulator gates that limited the flow into the interceptor. Due to obsolescence, many of the

float operated gates have been abandoned or removed. The rates of interception are now controlled by

fixed orifices, vortex valves and knife gates.

Fixed Orifice. Fixed orifice regulation ·permits the intercepted flow to vary in proportion to the

square root of the difference in the hydraulic gradient elevations of the interceptor and the collection

system sewer at the point of interception. Twice the ·flow will be intercepted with a hydraulic gradient

difference of 4.0 feet than with a difference of 1.0 foot. Because of this wide range, fixed orifice

regulation is not effective where control of flow rate to the interceptor is required.

Vortex Valve. Vortex valves provide a relatively constant discharge, using an internal spiral flow

pattern to dissipate the energy generated by high hydraulic gradient elevations. Under low hydraulic
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gradient conditions, the vortex valve functions as an orifice with a flow-proportional orifice coefficient

of 0.6. Under high hydraulic gradient conditions, the vortex pattern reduces the orifice coefficient to as

low as 0.15 depending on the geometry of the valve.

Knife Gates. To further regulate and optimize combined sewage interception, the City installed

structures on Primary Outfall 005 and relief Outfalls 036 and 042 to store combined sewage to the extent

practical to permit regulated delivery to the EUJM for treatment. The connection to the interceptor from

these structures includes a normally open knife gate to divert DWF and the stored combined sewage at

a controlled rate to the interceptor. When the storage is filled a flap gate opens to discharge stored

combined sewage to the Elizabeth River to prevent interior flooding, and the knife gates shut, ceasing

interception.

2.1.5 Combined System Relief. Most of the original combined sewers had insufficient capacity

to prevent frequent upstream flooding. Accordingly, the City installed several relief and separate storm

sewers. Relief sewers have one or more upstream interconnections· that permit surcharged combined

sewers to overflow into the relief sewers. Separate storm sewers have no combined system

interconnections. By intercepting drain inlets along their route that had been tributary to combined sewers,

both relief and separate storm sewers reduced the drainage area tributary to the combined sewers.

2.1.6 Pollution Abatement Program. In the 1980's, the City implemented phases of the program
,

developed in the 1981 Facilities Plan "CSO Pollution Abatement Program". Pertinent elements of the

program that were implemented included: (1) increasing the capacity of the Westerly Interceptor, (2)

constructing 13 in-line storage modules on sewers with substantial in-line storage capacity. (3) providing

regulated interception of first flush flows from the sewers equipped with storage modules, and (4)

installing 11 combined sewer flushing modules, that daily re-suspend solids settled in the inverts to prevent

their resuspension and discharge to the waterway during wet weather.

2.1.7 River Flooding Abatement. During the late 1970's and early 1980's, the US Corps of

Engineers (COE) implemented a major program to abate Elizabeth River flooding by increasing the flow

capacity of the River. All of the City's CSO outfalls to the Elizabeth River and most of the crossing

bridges were reconstructed. Some outfalls were equipped with gates. Surface ponding areas were

.provided with pumping facilities to drain the ponds when high river water elevation prevents gravity

drainage.
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2.2 Outfalls with CSO Pennits

_E_li_'z_ab_e_th_'_s_34-.:,:..:'!pe:.::.:...-rmI-=':..:.:tted=--=-ou=tfalls have been cl8§.~~ed _he_re_i~ _~_!~~_?~s: (!)}? as primary,(2) ~_

_ as.-::lief, and {3..1.lL~~llo~_~ ~mary outfalls serve significant drainage areas, and overflow when the

capacity of the regulated interception connection is exceeded. Relief outfalls discharge CSO only when

the upstream flow levels in adjacent combined sewers rises. to the level of interconnections between the

combined and relief system. Minor outfalls serve relatively small drainage areas, or partially separated

drainage areas, and discharge when the capacity of the regulated interception connection is exceeded.

2.2.1 Primary Outfalls. Table 2.2.1 lists the 17 primary outfalls along with their: (1) discharge

waterway (2) outfall sizes, (3) tributary drainage areas, subdivided by combined sewer areas and connected

sanitary sewer areas, and (4) upstream storage module capacities, and (5) flushing modules presently in

operation.
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TABLE 2.2.1

PRIMARY CSO OUTFALLS

Areas Served
(acres) Modules

Storage
Outfall Street- Diam Connected Capacity
Number Waterway-Bank* (in.) Combined Sanitary Flushing (mg)

(along Easterly Interceptor north to south)

--- 001, Alina-Peripheral Ditch 48 289 119 3 0.30
---·002 Dowd-Great Ditch 48 166 126............

Puleo-Newark Bay 50 365 85 1P~:4;,-(

031 --' Magnolia-Arthur Kill 36 x 54 56::-_-,..-
03h Livingston-Arthur Kill 36 68

,"019") Elizabeth-Elizabeth River~E 48 95
03~ Third-Elizabeth River-E 60 133 1 0.17

4m;;';c.., Bayway-Arthur Kill 72 95

(along Westerly Interceptor north to south)
,.,,;,.

0.34-005 Harrison-Elizabeth River-E 84 829 300 3
006 Crane-Elizabeth River-E 21 13 7
oiO MUITay-Elizabeth River-W 48 57
on Rahway-Elizabeth River-W 24 39
013 - Burnett-Elizabeth River-W 24 34
oitj South-Elizabeth River-E 48 x 72 181 3 3. -026- John-Elizabeth River-E 48 117 1
0U'7 Summer-Elizabeth River-W 66 240 40 1 0.35
04er Clifton-Elizabeth River-W 54 59 13

*E and W signify east and ~est bank of the Elizabeth River.

2.2.2 Relief Sewer Outfalls. Table 2.2.2 lists the nine relief sewers along with: (1) the combined

outfall system relieved, (2) relief outfall sizes, (3) tributary separate storm areas, (4) capacity of storage

modules and (5) method of interception. These relief sewers primarily discharge separate storm runoff,

and discharge combined sewage only during higher intensity rainfall.
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TABLE 2.2.2

RELIEF OUTFALLS

Relieved Storage
Name Outfall Tributary Module

Outfall Street System Outfan Dlam Separate Capacity Interception
Number and Bank'" Number (In.) Drainage Area (mg) to Treatment

Great Ditch

L.-- 039 Schiller 034 36 85 None

Arthur Kill

030 Jersey 029 48 NA None

Elizabeth River north to south

~---.
Dowd-E 005 1.81 Vortex to 005.~~ 106 x 166 140

1---041 .. Morris-W 005 66 NA 0.39 Siphon to 005
---.06t Westfield-W 0411005 90 85 0.59 To be pumped
-041 Bridge-E 042 113 x 72 110 0.34 Vortex to Westerly'
-.gtl Spring-E 022 24 3 None
~jg~ Summer-W 027 60 NA ** Vortex to Westerly

- ~- 038' Atlantic-E 035 48 26 None

*E and W signify east and west blink of the Elizabeth River.
**Shares 0.35 mg with primary Outfall 027.

2.2.3 Minor OutfaIls. Table 2.2.3 lists the eight minor outfalls to the Elizabeth River that are

intercepted by the Westerly Interceptor, along with their diameters and partially separated service areas.

These minor outfalls serve small combined areas, which may have been partially separated, and which may

more readily be fully separated than outlet-controlled.
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TABLE 2.2.3

MINOR CSO OUTFALLS
Elizabeth River north to south

Outfall Name Diam Service Area
Number Street-Bank (in.) (acres)

()()7 Grand-E 15 8
_008' Grand-W 15 14
009 Caldwell-E 15 10
oif' Rahway-E 18 18**

'-014~ Broad-E 18 . 9**
_.'

24 x 36 . 60**OJ.p Broad-W
024 Norwood-W 15 7

-'025
•• 0-0

Montgomery-W 15 4

*E and W signify east and west bank of the Elizabeth River.
**Portions of these areas have been separated.

2.3 Waterways

The 34 CSO outfalls discharges to five waterways: (1) 26 to the Elizabeth River, (2) four to Arthur

Kill (3) one to Newark Bay (4) two to the Great Ditch and (5) one to the Peripheral Ditch.

2.3.1 WaterwaY,Classification. The NJDEPE classifies these waterways based on their best use.

The discharge waterway have three different designationS: (1) FW2-NT, (2) SE2 and (3) SE3. The

designation SE indicates a saline estuary. FW indicates fresh water with salinity less than 3.5 parts per

thousand at high tide. NT indicates not suitable for trout maintenance. The "3" designation is indicative

of the lowest use expectation. The "2" designation is indicative of higher use expectation.

FW-2 Usag~. Typical usage of FW2 waterways includes: (1) maintenance, migration and

propagation of the natural and established biota, (2) primary and secondary contact recreation, (3)

industrial and agricultural water supply, (4) public and potable water supply after such treattnent as

required by law or regulation, and (5) any other reasonable uses.

SE-2 Usage. Typical usage of SE2 waterways includes: (1) maintenance, migration and

propagation of the natural and established biota, (2) migration of diadromous fish, (3) maintenance of wild

life, (4) secondary contact recreation, and (5) any other reasonable uses.
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SE-3 Usage. Typical usage of SE3 waterways includes: (1) maintenance, migration of fish
.~.... ,..- ..

" .

....~:~ populations, (2) migration of diadromous fish, (3) maintenance of wild life, (4) secondary contact

recreation, and (5) any other reasonable uses.

2.3.2 Elizabeth River. 1be Elizabeth River drains about 23 square miles in eastern Union and

southern Essex Counties. It extends four miles through the City, from its outlet to Arthur Kill to Ursino

Dam at the Hillside-l.!nion boundary.

":"
·",<1:

.~ "

·&:;.:d

Downstream Segment. The doWnstream two mile river segment from Arthur Kill to the Route

1 crossing is a trapezoidal earthen channel. The flow direction oscillates in response to the tide. Five

primary CSO and three relief outfalls discharge to this section The NJDEPE classifies this section as

SE3,

Upstream Segment. Flow in the upstream two-mile river segment, from Route 1 to Ursino Dam,

is contained in a 40 foot wide concrete flume that winds through the City's commercial center. Flow is

tidally influenced, heavily at Route 1 but not at Ursino Dam. Six primary outfalls, four relief outfalls,

.and all eight minor CSO Outfalls discharge to this segment. The NJDEPE classifies this section as SE3

downstream of the Broad Street bridge and FW2-NT upstream.

2.3.3 Arthur Kill. The IS-mile Arthur Kill is a tidal marine waterway, that connects Newark Bay

and Raritan Bay, and fohns the New YorklNew Jersey boundary. A 4OO-to-600 foot wide shipping

channel is maintained in the 500-to-lOOO-foot wide Kill. Flow direction alternates in response to the tide.

Primary Outfalls 031, 032 and 037 and relief Outfall 030 discharge to the Kill. The NJDEPE classifies

the section of the Kill that bounds the City as SE3.

2.3.4 Newark Bay. The five-mile long, 3000-to-6000 foot wide, tidal Newark Bay provides the

outlet to the Hackensack and Passaic River. Two of the nations largest shipping ports, Port Elizabeth and
, .

Part Newark line the western bank. Row direction alternates in response to the tide. Primary Outfalls

034, as well as CSO outfalls in Bayonne and Jersey City discharge into the Bay. The NJDEPE classifies

the Bay as SE3.

2.3.5 Great Ditch. The Great Ditch drains about one square mile of eastern Elizabeth, between

Conrail and North Avenue, to Newark Bay. Tide gates prevent an alternating flow pattern. Primary
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Outfall 002 and relief Outfall 039 discharge to this tidal ditch. The NJDEPE classifies miscellaneous

ditches tributary to Newark Bay that have salinity less than 3.5 parts per thousand, as FW2-NT.

2.3.6 Newark Airport Peripheral Ditch. This tidal, serpentine, waterway, constructed in the

1960's as a part of the expansion of Newark Airport drains about ten square miles of northeastern

Elizabeth and southern Newark. Tide gates prevent an alternating flow pattern. Primary Outfall 001 and

five primary eso outfalls from southern Newark are the major source of flow into the waterway. The

NJD.EPE classifies miscellaneous ditches tributary to Newark Bay that have salinity less than 3.5 parts per

thousand, as FW2-NT.
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SECTION 3

APPROACH

The facilities developed in this Report are derived from the investigative and analytical procedures

presented in Section 3.1, and the technical basis of proposed work, presented in Section 3.2

~/'_- 3.1 Investigative and Analytical Procedures

The investi~ative and analytical steps included: (1) report and sewer map review, (2) pertinent
~~~

~ contract drawing review, (3) initial system analysis, (4) field investigations, (5) tributary flow analysis,

(6) historical rainfall analysis" (7) CSO loading analysis, (8) interception analysis, (9) in-line storage
~1J analysis, (10) tidal analysis, (11) equipment investigations, and (12) site selections.

"'""
.:i;' 3.1.1 Report and Map Review. Initially, the Reports and maps defining Elizabeth's combined
.. -.~..

sewer system were reviewed. A description of some of the more pertinent documents follows.

.~.'"

~~(

..'ti

Fuertes Sewer Maps. The 43 drawings defining the City's sewer system were first created in

1921 as part of a sewer improvement plan, and last updated in 1980. These maps present all City sewers,

sewer sizes, catch basins and manholes and regulators on a I-inch equallOO-foot scale. Selected invert,

rim and street elevations.are also provided.

Report on Sewerage Drainage and Flood Con':rol Improvement Program. The 1962 Report,

provided a master plan for abating the serious internal flooding resulting from limited combined sewer

capacities, limited Elizabeth River capacity, and low sump elevations. The prime recommendation was

a plan to separate Elizabeth's combined system by constructing large separate storm drains capable of

conveying a five-year storm flow. Many recommendations were implemented during the 1960's, including

the District E and H Storm Drains. Due to escalating costs and lack of Federal assistance, the separation

program was not implemented after the early 1970's.

Phase l-Infiltration/Inflow Studies. This 1974 Report indicated the points of CSO overflow and

the tributary areas. The Report raised the need for determining whether an advanced combined system

in Elizabeth might be more cost-effective than the separation proposed in the 1962 Master Plan.
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Conventional and Advanced Sewer Design Concepts for Dual Purpose Flood and Pollution

Control· A Preliminary Case Study - Elizabeth, N.J. This 1978 USEPA Research and Development

Report was based on model of the City's sewer system and its rainfall pattern. The Report concluded that

capturing the first flush was essential for pollution control, and that an advanced combined system would

discharge less pollutants that a separate system.

Combined Sewer Overflow Pollution Abatement Program. This 1981 Facilities Plan developed

a plan to abate much of the CSO pollutants by maximum use of existing facilities to reduce the costs.

ProPosed elements included modules to provide in-pipe storage for combined sewage with later diversion

to treatment, flushing modules to limit the deposit of sewage solids in large, flat combined sewers during

dry weather, and increased interceptor capacity. The initial phases of the program were implemented in

the mid and late 1980s as Contracts 17 and 21. The need for implementing further, less cost-effective

phases, which include off-line storage, were to be determined by an analysis of the river water quality now

in progress.

Comprehensive Master Plan. This 1990 Report updated the City's land use plans and zoning.

Elizabeth Flows to Joint Meeting Facilities. This 1992 Interim III Study Report updated the flow

figures in previous reports and indicated the interconnections between the portions of the Elizabeth

combined system tributary to the EUJM trunk sewers and to the TAPS.

3.1.2 Contract Drawing Review. As a second initial investigative step the contract documents

defining improvements to and relief for Elizabeth's combined sewer system were reviewed. A description

of some of the more pertinent documents follows:

West End Relief Sewer. This 1939 constructed relief sewer diverted flows in western Elizabeth

and tributary to Outfall 005 and the EUJM trunks to Relief Outfall 003.

Easterly Interceptor and Regulators. This 1958 project ended the discharge of dry weather raw

sewage from southern and eastern Elizabeth to the Great Ditch, the lower end of the Elizabeth River, and

most of the dry weather discharge to Newark Bay and Arthur Kill.

Northwesterly Drainage Relief. This 1960 storm sewer project substantially reduced the

combined area tributary to Outfall 001.
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District H Stonn Drainage Contracts 1, 3 and 4. This 1963 relief sewer and storm draInage

project provided adequate internal drainage for the city hall area including the Broad Street Amtrak

underpass. Relief Outfall 042 was constructed at this time, replacing several combined outfalls.

Bayway and East Side Industrial Sewer-Contract 2. This 1967 regulator and interceptor project

ended the discharge of dry weather raw sewage from Southern Elizabeth to NeWark Bay from Outfall 034,

and to Arthur Kill from Outfall 037.

District E Storm Drainage-Contract 5 and 6. This 1968 relief sewer and storm drainage project

provided adequate internal drainage for the northern part of the City east of the Elizabeth River. It

reduced significantly the drainage area tributary to Outfall 005. It further constricted the upstream

combined flow to Outfall 005 with the construction of a limited capacity interceptor. Relief Outfall 036

was constructed at this time.

Elizabeth River Flood Control Project. This 1979-85 project by the US Corps of Engineer, as

noted in Section 2.1.7, relieved flooding due to the previously limited hydraulic capacity of the river.

Relief Outfall 041 at Morris Avenue was constructed at this time, with a downstream combined siphon

that greatly restricted the flow to Outfall 005.

Division Street Storm Sewer. lbis 1980 storm sewer project constructed for the NJDOT
,

eliminated flooding at the Division Street-Conrail underpass and reduced the drainage area tributary to

Outfall 002.

Westerly Interceptor Sewer-Contract 17. This 1986 project was the initial ph~e of the CSO

Abatement Plan and included the lining of the Westerly Interceptor to increase its hydraulic capacity

sufficiently to handle the maximum DWF, and construction of storage module regulators at primary

Outfalls 005 and 027/028

Flushing and Storage Modules-Contract 21. This 1988 project was the second part of the initial

phase of the CSO Abatement Plan. The construction included: (1) 11 flushing modules to resuspend

settled solids in flat sections of combined sewers tributary to primary Outfalls 001, 022, 026, 027, 029,

034, and 035, and (2) 11 in-line storage module regulators at primary Outfalls 001 and 035, relief Outfalls

003,036, 041 and 042 and five storm sewer locations
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DK·Killam
Associates 0 Consulting Engineers

27 Bleeker Street
Millburn, NJ 07041-1008
Telephone: 973-912-2526
Fax: 973-376-1072
www.randeJSkillam.com
MTompeck@KiIlam.com

Mark A. Tompeck, P.E.
Senior Associate

January 25, 1999

Mr. Blaise Lapolla
Director ofPublic Works
City ofElizabeth
50 Winfield Scott Plaza
Elizabeth, New Jersey 07021

Re: 271003 - City of Elizabeth
Preliminary Design of SolidslFloatables
Control Facilities

RECEIVED
St3te of New Jersey

f':':: .• 1. 1999

~~tEnvironmenlal~
MunicipaJ WastewaterAnma.

Dear Mr. Lapolla:

In accordance with the agreement between the City of Elizabeth and Killam Associates, we are
pleased to present the following rePort which summariZes the .findings ofOUI analysis and serves as
the basis for the final design ofeSO solids/floatable control facilities for the City.

The report which follows includes sections which provide: a gen,eral background ofthe CSO system;
a summary ofthe conditions of the facilities observed during inspections which were performed;
the results hydrologic arid hydraulic analysis perfonned; the analysis of alternatives for
solids/floatables removal; and the basis for the final design of the facilities.

We thank you and members'ofthe Department ofPublic Works and Engineering Department Staff
for their valuable assistance during the preparation of this study and report. Following the review
ofthe report by the City, we would be pleaSed to meet with you and your staff to discuss the :findings
and conclusions. Should you have any questions concerning the report, please do not hesitate to
coqtact us.

Very truly yours,

KJLLAM ASSOCIATES

~T~~~
cc: N. DeNichilo

A. Bowyer

N:\ENGI271 OOJIR.EPOR1\!.OT.WPD

INFRASTRUCTURE & ENVIRONMENTAL SERVICES: EV"LUATION, PL"NNING, DESIGN, OPERATIONS, REMEDIATION
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Executive Summary

The City of Elizabeth, located in the northeastern part ofNew Jersey in Union County, had a 1990

population of approximately 110,000. The City is a densely developed urban area consisting

primarily of industrial development in the eastern portion and a mix of residential, commercial,

institutional and light industrial development in the central and western portions.

The City of Elizabeth owns, and through its Department of Public Works, operates. a combined

sewer system, which, during dry weather, discharges wastewater to the Joint Meeting of Essex and

Union Counties (JMEUe) wastewater treatment plant located in Elizabeth. Elizabeth's sewer

system is sixtY-'eight percent combined (sanitary sewage and stormwater runoff in a common pipe)

and is reported to be between 50 and 100 years old. The combined sewer system collects

wastewater and stormwater from approximately 4,250 acres and presently contains 34 combined

sewer overflows (CSOs). The CSOs are activated during storm events and discharge diluted raw

sewage to the receiving water bodies surrolinding the City.

The Sewage Infrastructure Improvement Act (SUA) was enacted on August 3, 1988, by the New

Jersey Legislature (a State law only) in response to beach closings along the New Jersey coast

during 1987 and 1988. One of the mandates of the SUA was ellinination offloatables and solids

from CSOs, since CSOs were identified as the principal source ofthe beach debris. In addition to

the mandate requiring solidslfloatables reduction under the SUA, the proposed project is required

in order to comply With the General Permit for Combined Sewer Systems, NJPDESPerrnitNumber

NJ 01523. The CSO General Permit regulations were promulgated on January 27,1995, by the

NJDEP in response to the USEPA's National CSO Control Strategy first proposed in 1989. The

National CSO Control Policy, finalized by the USEPA in April 1994, divided implementation of

the Policy into interim and long-term measures .. The interim measures, commonly referred to as

the Nine Minimum Controls, or NMCs, were proposed for implementation by January 1, 1997,

while the Long-Term Control Plan could be developed over a period of years depending on the

complexity of the combined sewer system.
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Executive Summary

continued

The CSO General Permit regulations promulgated by the NJDEP incorporate EPA's CSO Control

Policy provisions including the NMCs. One of the NMCs incorporated into the General Permit is

the requirement to remove all floatables and solids greater than 1/2 inch. The proposed project is

the direct result of the State and Federal mandates and is intended to satisfy the requirements for

solids/floatables control at a minimum cost.

The existing combined sewer system for the City ofElizabeth is comprised of the following major

components:

•
•
•
•
•
•
•

approximately 150 miles of collector sewers

approximately 2 miles of westerly interceptor sewer

approximately 4 miles of easterly interceptor sewer

38 active CSO regulators

34 permitted CSO's

13 in-line storage modules

11 flushing modules

)

Within the City's combined sewer system, dry weatherlbase flow is collected by the sewer system

and conveyed to the Trenton Avenue Pump Station (TAPS). From the TAPS, sewage is pumped

to the Joint Meeting of Essex and Union Counties (JMEUC) Treatment Plant. The treated plant

effluent from the JMEUC Treatment Plant is discharged to the Arthur KilL

In the existing combined sewer system for the City of Elizabeth, wet weather flow is collected by

the sewers and when the regulator capacity to the interceptor is exceeded, the flow is diverted to

the CSO's, which are located along the Arthur Kill, Great Ditch, Newark Bay and Elizabeth River.

Included :in the work under the preliminary design phase ofthe solids/floatables control facilities,

a detailed inspection of each ofthe CSO regulators, storage and flushing modules was conducted.

The purpose of the" inspections and evaluations was to determine the current operating condition

of each ofthe facilities and to undertake the required measurements and evaluations to determine

2
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Executive Summary

continued

the methods of retrofitting each of the facilities to provide for the required solids/floatables control.

In addition to the inspection <?fthe CSO regulators, storage and flushing modules, a survey of the

two interceptor sewers was undertaken. The survey included determining as-built elevations and

sewer sizes of the two interceptor sewers in order to utilize this data for the flow simulations.

The results of the inspections of the regulators, storage and flushing modules is summarized on

Tables E.1. E.2 and E.3, respectively.

In order to calibrate the hydraulic simulation effort for the City's combined sewer system, meters

were installed throughout the system to measure the combined sewer flow rates in the system

during dry weather and wet weather conditions. From August 6, 1998 to October 20, 1998, twenty

meters were installed at the metering sites located at strategic points throughout the system.

Twenty metering sites were selected to correspond to discrete sections of the hydraulic simulation

prepared for analysis of the combined sewer system. Eight meters were located at sites along the

Easterly Interceptor and twelve meters were located at sites along the Westerly Interceptor.

A proper assessment ofthe City's CSOs requires not only an understanding ofexisting systems and

their hydraulic characteristics, but also a thorough understanding of the hydrology within the

tributary drainage areas. Toward this understanding, areas tributary to each CSO system were

delineated with respect to surface slope, soil types, percent imperviousness and land use. These

analyses were facilitated through the use of a Geographical Information System (GIS), which

served as the main pla1:fonn for the synthesis of watershed data and the hydrologic/hydraulic

analyses. Available data and reports which included information on drainage areas and land use,

sewer system inventories and assessments and facilities inventories and assessments were utilized

in the analysis.

Use was also m"ade of the latest version of the USEPA SWMM model 01ersion 4.4) for the

assessment of pipe flows.

3



City of Elizabeth· Design of Solids/Floatable Control Facilities
csa Inspection List

Table E.1

Regulator Modules

-002 Primary Division Street (1i2 Fairmont Avenue 05/28198 Great Ditch Float & Gate 1,2 I

003-A Relief Westfield Avenue @ MaQie Avenue 05/27/98 Elizabeth River Weir 3,4

003-B Relief Grove Street & Grand Avenue 06/18/98 Elizabeth River Weir 3,4

005 Primary Morris Avenue & Westfield Avenue 06/18/98 Elizabeth River See Storage Module 1 I
006 Primary Union Street @ Crane Street 06/18198 Elizabeth River Orifice 13,7

007 Minor West Grand @ UnionlPrice & River 06/18/98 Elizabeth River Orifice 14

008 Minor . West Grand @ Elizabeth River 08/14/98 Elizabeth River Orifice 14

009 Minor Elizabethtown Plaza & Caldwell 06/17198 Elizabeth River Weir I

010. Primary Cherry Street & Murray Street 06/16/98 Elizabeth River Weir I

011 Primary Rahwav Avenue & Burnet Street 06/16/98 Elizabeth River Vortex Valve 3,7

012 Minor Rahway Avenue & Elizabethtown· Plaza 06/17/98 Elizabeth .River Vortex Valve

013 Primary Burnet Street Near Rahway Avenue . 08/15198 Elizabeth River Overflow

014 Minor South Broad Street & Elizabeth Avenue 06/17/98 Elizabeth River Vortex Valve 3,7 . I
I

016 Minor Peart Street & Washiriciton Avenue 06/17/98 Elizabeth River Weir

017 Minor Broad Street lal Elizabeth River 06/18/98 Elizabeth River Weir

021 Relief Third Avenue between S. Spring & S. Reid Streets 05/28/98 Elizabeth River Overflow 7

022 Primary South Street, South Spring SI. & 4th St. 06/16/98 Elizabeth River Weir

024 Minor Norwood Terrace @ S. Peart Street 06/18/98 Elizabeth River nla 12

025 Minor S. Pearl Street & Montgomery Street 06/17/98 Elizabeth River Oyerflow 15,16

026 Primary John Street (dead end) @ Elizabeth River 05/27/98 Elizabeth River Float & Gate I Weir 1,7

027 Primary Summer Street & Clarkson Avenue 06/17/98 Elizabeth River See Storage Module 7

028 Relief Summer Street·& Clarkson Avenue 06/17/98 Elizabeth River See Storage Module 7

029 Primary S. First Street lal Elizabeth Avenue (Waterfront Park) 05/27/98 Elizabeth River Float & Gate 1

030 Relief S. Front Street (1i2 E. Jersey Street 06/01/98 Arthur Kill Overflow 9

031 Primary LivinQston Street (1i2 Front Street 06/01/98 Arthur Kill Float & Gate 1

032 Primary Front Street lal Maonolia Avenue 06/01/98 Arthur Kill Float & Gate 1.2

034-A Primary Atlanta Plaza (in Darkino lot) 05129/98 Newark Bav Float & Gate 5,7,10

034-B Primary Trumbull Street @ First Street 06/02198 Newark Bay Float & Gate 7

035 Primary S. First Street @ Third Avenue 05/28/98 Elizabeth River Float & Gate 1.7,8

036 Relief intersections of N. Broad Street, Salem Avenue & Pingry Place 06/02198 Elizabeth River Overflow

037 Primary Baywav @ former S. Front Street (private road) 05/29/98 Arthur Kill Float & Gate 1,3

038 Relief Third Avenue @ Atlantic Street (under NJ TPK. overpass) 06/01/98 Elizabeth River Weir 11

039 Relief Trumball Street (1i2 Fourth Street 06/02198 Great Ditch Overflow

040 ·Primarv CliftOn Street @ Pulaski Street 05/28/98 Elizabeth River Float & Gate I Weir 1,3,5,6

041 Relief Morris Avenue at Elizabeth River 06/18/98 Elizabeth· River See Storage Module 1A

042A Relief Elizabeth Avenue & Bridee Street ·06/17/98 Elizabeth River Weir 3

042B Relief East Jersev Street & Winfield Scott Plaza 06/17/98 Elizabeth River Weir

042C Relief Jefferson Avenue & Chestnut Street 06/17/98 Elizabeth River Weir I

- To be inspected by Killa"). On 6/18/98 we could not inspect due to emergency repairs being perfonned to repair a collapsed main.
-- To be inspecled by Killam.

Description of Observed CORditions

)
/

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16

Float and gate mechanism appear to be "frozen- in Ihe open position. allowing wet weather flows to enter Ihe interceplor sewer.
Manhole frame(s) shifted from original position (not aligned wilh opening in chamber lop slab)
No manhole steps in chamber.·
Interior of chamber has been coated with gunite.
Grease accumulated on interior of chamber.
Manhole frame(s) cracked.
Sediment and· debris accumulated on bollom of chamber.
Emergency overflow to the Great Ditch.
Outfall 030 was reportedly plugged and demolished at one 6me, then reconstructed willi a tide gate and headwall in the marina along Waterfront Parl<.
Evidence of surcharging observed.
Weir damaged/partially eroded
The regulator is blocked. Flow goes directly into the interceplor. .
Eighteen inch void in manhole base. It has been reported thatlhe outfall line is collapsed.
Overflow pipe has a sluice gale which was observed open.
lide gate is "frozen- in lhe open position.
Excessive infiltration was observed coming thru lhe tide gate.

tt.'IENG\23'1OO3'R£POAnTABI!:I.W83



\
}

City of Elizabeth - Design of Solids/Floatable Control Facilities
Storage Module Inspection Summary

Table E.2

Storage Modules

8-1 Closed 06/18/98 Elizabeth River

8-1A Closed 06/18/98 Elizabeth River

8-2 Closed 1·,2 06/03/98 Elizabeth River

8-3 Closed •• 3,4,5 06/03198 Elizabeth River

8-4 Closed 1 06/03/98 E1izabe~h River

8-5 Closed 6 06/03/98 Elizabeth River

8-7 1/2 Open 06/17/98 Elizabeth River

8-8 Open 7 06/04/98 Peripheral Ditch

8-10 Closed 06/18/98 Peripheral Ditch

8-1 i Closed 8 06/04/98 Peripheral Ditch

8-12 2J3 Open 9 06/03/98 Great Ditch

8-13 Closed 10 06/04198 Arthur Kill

8-14 a en 11,12 06/16/98 Elizabeth River

Note - As per previous reports, storage modules 6 & 9 do not exist
•• The flap gate in S-3 was found in the open position when inspection was started. DPW personnel closed the flap

gate in the manual hand mode upon completing the inspection.

Description of Observed Conditions

1 Unit reportedly working properly according to DPW personnel.
2 Sediment accumulated on bottom of chamber.
3 Sanitary flows are pumped out of chamber.
4 Original concrete top slab has been removed and replaced with new slab which is not square to the chamber walls.
5 Only one out of four stainless. steel screens are in place at stilling well.
6 Infiltration greater than approximately five gallons per minute observed in chamber.
7 Only one diversion manhole installed outside of chamber containing hydrobrake.
8 Dry (control) chamber is flooded and could ncit be inspected. reportedly from electric service to unit being terminated.
9 Main sewer line fil/ed with approximately three feet of standing water.
10 Dry (control) chamber is flooded with over eleven feet of water and could not be inspected.
11 Dry (control) chamber Is flooded wIth over ten feet of water and could not be inspected.
12 Did not access the chamber because Nr Monitor Alarm. (02 =19,2/ LEL =103/ HS =2ppm)

N:IENG\271003IREPORTlTABE2.WB3



City of Elizabeth - Design of Solids/Floatable Control Facilities
Flushing Module Inspection Summary

Table E.3

Flushing Modules

F-1
F-2

F-3
F-4
F-6
F-7
F-8
F-9

F-10
F-11

F-12

217 Catherine Street

Reid Street @ East Grand Street
Reid Street @ East Jersey Street
Niles Street @ Third Avenue
719 Summer Street
Fanny Street @ Madison Avenue
Adams Avenue @ North Avenue

813 Van Buren Avenue (near North Avenue)
Trumball Street @PapettiPlaza
Fron~ Street & Fulton Street
Third Avenue between Erie & Florida Street

Open

Open
Open

Y2 Open
Open
Open
Open
Open
Open
Open

Open

7,8
2,6

3,4,6

06/16/98
06/16/98
06/05/98
06/16/98
06/04/98
06/04/98
06/04/98
06/16/98
06/15/98
06/16/98

Note - flushing module 5 reportedly does not exist

Description of Observed Conditions

1A Dry (control) chamber is flooded with over nine feet of water and could not be inspected.
1B Dry (control) chamber is flooded with over six feet of water and could not be inspected.
1C Dry (control) chamber is flooded with over eight feet of water and could not be inspected.
1D Dry (control) chamber is flooded with over three feet of water and could not be inspected.
2 Evidence of water damage observed on interior of dry (equipment) chamber. Unit reportedly is not working properly.
3 Grease accumulated on interior of chamber.
4 Evidence of surcharging observed.
5 Manhole for chamber F004-2 was locked.
6 Some sediment in channel.
7 Outlet Sewer currently being lined by United Gunite.
8 Floatables in inlet chamber.
9 Chambers are exceptionally clean.
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Executive Summary

continued

The first task in any hydrologic assessment consists of delineating the chai-acteristics of a

watershed, and its sub-basins, with respect to their soil type, land use, and slopes. This information

was compiled through the use of layered templates using a GIS as a platform. The necessary

information with respect to many of the aspects of the entire study domain and the sub-basins were

provided by NJDEP and from data obtained by the City Engineer's Office.

The adaptation of SWM:!YI to a complex drainage and conveyance system requires the calibration

and verification of observed flows. This process requires two independent sets of data for pipe

flows and rainfall, one set for calibration and the otherset for verification. Duritlg calibration, the

flow regime in the collection system is analyzed and friction factors for the system's pipes are

assigned, along with hydraulic head losses at changes within the system. This objective is achieved

through an iterative process wherein simulated flows are tested against observed flows.

The verification process follows a similar path to that of calibration. In this prqcess, the second

set of data is used to verify the accuracy of Rredictibns based. on model coefficients established

during the calibration process. Usually, depending on the quality of the data sets used, it may be

necessary to make minor adjustment to some coefficients and repeat the process until the desired

comparison between simulated and observed flows is achieved.

Control alternatives to correct combined sewer overflow (CSO) discharges are usually classified

into three (3) groups: (1) capital intensive alternatives, (2) minimal-structural alternatives, and (3)

non-structural alternatives. The purpose of the preliminary design effort is to determine what

control steps are required under Group 1 to meet the Sewage Infrastructure Improvement Act

(SIIA). Due to the fact that earlier evaluations eliminated many alternatives and recommended a

combination of sewer separations and static (underflow) bar screens, the evaluations undertaken

as part of the preliminary design have been limited to the comparison ofpreviously recommended

improvements versus current state of the art alternatives ofnetting technology. Where applicable, .

other mechanical screening alternatives were reviewed on a case-by-case basis.
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continued

In accordance with the Sewage Infrastructure Improvement Act (SIIA), treatment facilities are to

be provided at all active combined sewer overflows to remove solids and floatables. The SUA

guidelines require the removal of materials \12" and larger from the combined flow overflow

discharge to the receding waters. NJDEP requires that treatment facilities be designed to treat the

maximu.rn flow capacity of the discharge pipe. Accordingly, the evaluation of the alternatives was

based upon 100% removal of all solidslfloatables greater than or equal to \12" at full pipe flow in

the discharge pipe. The evaluation of alternatives was based primarily on the ability to implement

the subject technology, removal effectiveness and capital/O&M costs.

A number of alternatives are available for implementation for long term control alternatives. The

alternatives which were analyzed as part of the final selection process include:

..
•
•
•

Sewer separation

Static screens·

Netting technology

Mechanical screens (including Romag screens)

With respect to the analysis of alternatives, sewer separation was only analyzed where feasible

from an engineering standpoint. In addition, static screens were only analyzed for design flows of

less than 20 MGD. For flows in excess of20 MGD, the volume of solids resulting from high flow

events would cause blinding of the static screens thereby resulting in unacceptable levels of

upstream surcharging. An analysis was undertaken utilizing a standard Type III rainfall

di~tribution to determine the total volume of solids that would result from various flowrates. In

the analysis, the peak flow under consideration was assumed to occur at the peak period of the

distribution. From this analysis, volumes of flow for the incremental hourly periods could be

established. Using the relationship of solidslfloatables equal to 2 cubic feet per million gallons of

flow, atotal volume of solids/floatables may be established. It has been shown that a 1/2" layer

of solids/floatables would result in blinding of a static screen. From this relationship and the

volumes calculated from the Type III.storm eve~t, a flow of20MGD will blind a screen area of

} approximately 160 square feet. Furthermore, the hydraulic analysis showed that even partial
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Executive Summary

continued

blinding of up to 50% of the screen area proposed under the previous design would result in

unacceptable levels ofsurcharging upstream. For these reasons, the maximum flowrate of20 MOD

was established for the use of static bar screens.

All 34 CSOs were analyzed to determine the most cost effective alternative for providing

.solidslfloatables control. The following general assumptions were utilized as part of the analysis:

• Constr.uction cost estimates were developed based upon sites specific considerations

including land availability, constructability, required utility relocations, need for

easements, environmental considerations and other relevant factors. In addition,

construction cost estimates included a 15% construction contingency due to the

preliminary nature of the estimates and evaluations.

• Operation and maintenance costs were based upon information provided by equipment

. manufacturers and other available published information. In the case of the netting

technology, O&M costs were based upon estimates for outside contract services

performed by Fresh Creek.

• The cost analysis conduct~d for the various alternatives considered both initial capital

costs and operation and maintenance costs for each alternative over a 20 year period.

The present worth fulalysis was conducted at the present average cost ofbonding which

is approximately 4%. The present worth analysis also assumes that there would be no

replacement or salvage of equipment during the 20 year period.

• The proposed treatment facilities for CSOs are anticipated to be in operation for an

average of either 12 or 24 days per year, depending on design flowrate. High rate

facilities (i.e. Flowrates greater than 20 MOD were assumed to require servicing!

maintenance 24 times per year. All other facilities would require maintenance 12

times per year.)

6



Executive Summary

continued

• Only construction and O&M costs were considered since the other costs including

legal, administrative and engineering would all be a percentage of the estimated

construction costs and therefore not result in altering comparison of alternatives.

The City previously planned to construct facilities which would control solids and floatables in the

CSO System. However, due to concerns about the intended plans, a follow-up evaluation to assess

new technologies was undertaken by Killam Associates. The detailed results of the follow-up

evaluation and preliminary design is presented in Section 4 of this report. The evaluation
-

demonstrated that three types of solidslfloatables control facilities should be constructed. The

proposed construction includes sewer separation, static bar screens and inline netting facilities.

Table EA summarizes the recommendations including estimated construction cost and present

worth cost for each ofthe CSO sites. The total cost for construction ofthe solidsl£loatables control

facilities for the 34 CSO sites is estimated at approximately $11,61 0,000. In several cases, it is cost

effective to construct multiple facilities for each CSO site in order to reduce the size of the facilities

and accomodate the split flow from individual regulators.' A total of 36 different sites are

recommended for construction of solids/floatables controls and include five sites of sewer

separation, twenty-six for inline netting facilities and five with static screening facilities.

The recommended construction described differs from the recommendations of the City's previous

consulting engineer. In the earlier work, eight sites were recommended for sewer separation and

twenty-five sites for static screening facilities. The analysis described in this report demonstrates

that many of the sites which had been recommended for static screens have extremely high flow

rates and would result in blinding of the static screens. Blinding of the static screens would cause

surcharging and street flooding/overflows from the system. Furthermore, the concept of

maintaining all solidslfloatables within the system and concentrating them at the Trenton Avenue

Pump Station was also reviewed. Based upon industry standards, the estimated total amount of

solids/floatables which would result from an ·average of approximately 40" of rain per year is

130,000 lbs... This entire amOl!l1t of solids/floatables would have to be removed at the Trenton

Avenue Pump Station. Based upon this high solidslfloatables volunie as well as significant

concerns about concentrating solids/floatables within the system and at critical siphon crossings

7



City of Elizabeth - csa Solids/Floatables Control Facilities

Table E.4 Summary Of Preliminary Design &Costs

CSO
Recommended Alternative Estimated Construction Cost Present Worth of O&M Cost Total Construction And O&M

Number

001 In-Line Netting Facility $490,000 $495,100 $985,100

002 In-Line Netting Facility $430,000 $495,100 $925,100

003 A In-Line Netting Facility $710,000 $577,600 $1,287,600

003 B In-LIne Netting Facility $420,000 $330,000 $750,000

005 In-Line Netting Facility $450,000 $495,100 $945,100

007 Sewer Separation $150,000 N/A $150,000

008 RegUlator & Static Bar Screen $150,000 $34,400 $184,400

009 Sewer Separation $30,000 NlA $30,000

010 In-Line Netting Facility $290,000 $330,000 $620,000

011 Sewer Separation $40,000· N/A $40,000

012 Regulator & Slatic Bar Screen $160,000 $68,800 $228,800

013 In-Line Netting Facility $240,000 $165,000 $405,000

014 In-Line Netting Facility $370,000 $82,500 $452,500

016 In-Line Netting Facility $310,000 $330,000 $640,000

017 Sewer Separation $100,000 NJA $100,000

021 Regulator & Static Bar Screen $120,000 $34,400 $154,400
\
J 022 In-LIne Netting Facility $360,000 $495,100 $855,100

025 Sewer Separation $210,000 N/A $210,000

026 In-Line Netting Facility $370,000 $495,100 $865,100

027 In-Line Netting Facility $540,000 $660,100 $1,200,100

028 In-Line Netting Facility $420,000 $495,100 $915,100

029 In-Line Netting Facility $390,000 $495,100 $885,1-00

030 In-Line Netting Facility $460,000 $660,100 $1,120,100

031 In-Line Netting Facility $300,000 $330,000 $630,000

032 In-Line Netting Facility $330,000 $330,000 $660,000 .

I
034 In-Line Netting Facility $460,000 $660,100 $1,120,100

I 035 In-Line Netting Facility $440,000 $660,100 $1,100,100

036 In-Line Netting Facility $440,000 $660,100 $1,100,100

037 In-Line Netting Facility $420,000 $495,100 $915,100

038 In-Line Netting Facility $210,000 $165,000 $375,000

039 Regulator & Static Bar Screen $170,000 $34,400 $204,400

040 In-Line Netting Facility $450,000 . $495,100 $945,100

041 In-Line Netting Facility $620,000 $825,100 $1,445,100

:'~~\~iA~4t~i_~~,~fJ~i~.~~~'i'JL\i~.f1.~:~~~1~~~1t~1~Jg~~pJ~t.\li~;~YJ!ti!3Y,1~?'\iji~Plj~~Q1~Ngit~1~~~j!j~i~~~:~~~~Sl~T~~~~~~~t~
042 A In-Line Netting Facility $220,000 $165,000 $385,000

042 B

042C

Regulator & Static Bar Screen

In-Line Netting Facility

Total Costs

$50,000

$290,000

$11,610,000

$41,300

$330,000

$11,929,900

$91,300

$620,000

$23,539,900
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Executive Summary

continued

of the Elizabeth River, it was determined that static bar screens are inappropriate for installation

at many sites. Furthermore, four sites (CSO 008, CSO 012, CSO 014 and CSO 016), which had

been recommended for sewer separation previously were also deemed inappropriate due to

significant concerns about additional surcharging resulting from adding flow to the interceptor

sewers. At two sites, CSO 012 and CSO 014, flow monitoring conducted as part oftbis evaluation

established that downstream and upstream interceptor sewers surcharged frequently even under

low frequency storm events. For frJs reason, sewer separation at these two locations was

eliminated and replaced by static screens and inline netting.

Upon review and agreement by City officials with the conclusions and recommendations of this

report, the City must submit this Preliminary Design Report to NJDEP in accordance with the pre­

award approval letter from NJDEP. The submission of this report will partially complete the

requirements under the Long Term SolidslFloatables Control Measures of the General Permit.

Following approval of the planned improvements by NJDEP, the City should authorize Killam

Associates to initiate the [mal design or Phase II of the project. At the completion of Phase n, the

City must complete a Stage II/IIl TWA application for submission to NJDEP. Following issuance

of the TWA by NJDEP, the City would have 15 months to complete construction and commence

operation of the long term solids/floatables control measures. A schedule outlining the project's

milestones is included on Plate E.I.

One significant concern relative to the proposed facilities is the-need to obtain easements from

property owners and approvals from various agencies. Table E.5 is a summary of key issues­

relative to implementation of the solids/floatables control facilities as outlined in Section 4. The

City should arrange to review these issues and initiate contacts with property owners where

easements are required. - One issue requiring immediate attention is implementation of

solids/floatables control facilitjes in the Waterfront Park area.- Reportedly, Green Acres funding

was utilized for the development ofWaterfront Park. As- such, the Green Acres Program maintains

jurisdiction for any proposed modifications to the park area. The recommendations presented in

this report demonstrate the need for construction of netting facilities within or adjacent to

Waterfront Park. In most cases, the need to construct the netting facilities is unavoidable in the

8



City of Elizabeth
Solids/Floatables Control Facilities

Plate E.1 - Milestone Implementation Schedule

1999 2000 2001
Activity Jan Feb Mar Apr Mav Jun Jut Aua SeD Oct Nov Dec Jan Feb Mar Aor May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug

\. -City to forward Preliminary Design
Report to NJDEP

NJDEP review and approval of
Preliminary Design Report

City to authorize Killam to proceed -with Phase /I of the solldslftoatables
conlrol facilities

Design of Solids/ftoalablas control facilities

Permit Review and approval

Advertise for. Bids -
Award contract and commence construcllon

!

Construction of Improvements



City of Elizabeth - Preliminary Design of Solids/Floatable Control Facilities

Table E.5 - Summary of Key Issues for Design

uired - Parcel #6-159 (City of Elizab,eth Housing Authorit

Possible Easement Re uired - Parcel #11-679
Possible Easement Re uired- Parcel #4-1278 (Public School #22)

Possible Easement Re uired - Parcel #5-1353

Possible Easement Re uired

Possible Easement Re uired - Parcel #1-120
Possible Easement Re uired - Parcel #2-857

Possible Easement Re uired

Waterfront Park, Green Acres Ap roval Required - Parcel #2-480
Waterfront Park, Green Acres Ap roval Re uired - Parcel #1-167

Option "A" - Possible Easement Required - Parcel #2-478 (Marina);
o tion "B" Wate'rfront Park. Green Acres A roval- Parcel #2-479A

Possible Easement Re uired - Parcel #4-59 Union Count Park Commission

Possible Easement Re uired - Parcel #06-0860

Possible Easement Re uired

Possible Easement Re uired - Existing Pum Station Site

Possible Easement Required - Parcel #,13~1735
Possible Easement Re uired - Parcel #11-422

Waterfront Park, Green Acres Approval Re uired

Possible Easement Re uired

Possible Easement Required - Port Authorit

Possible Easement Re uired - Parcel #4-372 (Union Count Park Commission

036 intersections of N. Broad Street, Salem Avenue &Ping Place Netting Facilit

041 Morris Avenue at Elizabeth River Netting Facilit

039 Trumball Street Fourth Street Netting Facilit

037 Bayway former S. Front Street (now a private road) Netting Facility
038 Third Avenue Atlantic Street (under NJ TPK. overpass Netting Facility

040 Clifton Street Pulaski Street Netting Facilit

025

009

013

017

012

016
014

002

007

011

008

005

010

022
021

029

026
027

030

028

003·A
003-B

042-A Elizabeth Avenue @ Bridge Street Netting Facility

,!~dU~p~~:
:",:. :1.+:·!i:'·I:,·,,:·,;! .

001

~0~3~4::;;-A~f-CA~t1~a!lnt~a~P~la~z~a:.c(~in~A~t1a~n7ti~c~C:::o~rp~'..J:p:::a~rk~in~g~lo~t):....- -+-.i'Jetling Facilit
035 S. First Street Third Avenue Netting Faci/it

I----=O-=.3-=-1---1e.::-Livingston Street Front Street Nettin Facility
032 Front Street Magnolia Avenue Netting Faci/lt

042-8 East Jersey Street @ Winfiled Scott Plaza Netting Facility
042-C Jefferson Street @ Chestnut Street Netting Facility
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Executive Summary

continued

Park area since the solidslf1oatables control facilities must be located between the regulator and the

outfall structure. Since some of the regulators are located within the Park area, it is unavoidable

to construct the required facilities in any location other than the Park. Due to this unavoidable

circumstance, it is recommended that the City, with assistance from Killam Associates,

immediately initiate discussions with representatives of Green Acres in order to determine actions

to facilitate the construction ofthe solids/floatables control facilities. It is strongly recommended

that the City take action immediately on this matter in order to prevent delays in implementation

of the project. In addition, following the review of the preliminary design by NJDEP, it may be

necessary to address other issues related to cultural resources. These issues will be addressed as

part of the [mal design along with other permitting. issues.

As part of the preliminary design, inspection of the City's CSO regulators, storage modules and

flushing modules was undertaken. The results of the inspections indicate that many of the

mechanical regulators are not functioning properly and require replacement and/or repair. In

. addition, the flushing and storage modules are inoperative due the lack of a central communication

system and in some cases also require rehabilitation and repair. The hydraulic analysis of the

system showed that the storage modules have little impact on reducing CSO flows, except under

low flow conditions. Since fue solids/floatable control facilities must be designed for all flow

conditions, the presence or absence of storage modules has no impact on design.

N:\ENG\271003\REPORTlEXECSUM. WPD 9



DK.. Introduction

1.1 Design Entity

The City ofElizabeth, located in the northeastern part ofNew Jersey in Union County, had a 1990

population of approximately 110,000. The City is a densely developed urban area consisting

primarily of industrial development in the eastern portion and a mix of residential, commercial,

institutional and light industrial development in the central and western portions. The central and

western portions of the City are separated by the Elizabeth River and the Westerly Interceptor

sewer, servicing these sections, parallels the river to its terminus at the Trenton Avenue Pumping

Station. Port Elizabeth and Newark International Airport are located immediately to the City's

northeast The northeast and eastern portions of the City are serviced by the Easterly Interceptor

sewer which also terminates at the Trenton Avenue Pumping Station. The Trenton Avenue

Pumping Station, in tum, discharges wastes to the Joint Meeting of Essex and Union Counties'

wastewater treatment plant

The City of Elizabeth owns, and through its Department of Public Works, operates a combined

sewer system, which, during dry weather, discharges wastewater to the Joint Meeting ofEssex and

Union Counties (JMEUC) wastewater treatment plant located in Elizabeth. The JMEUC's

Wastewater treatment plant has an average design flow of 85 MGD, provides secondary treatment

and services Elizabeth and fifteen surrounding municipalities. Elizabeth's sewer system is sixty­

eight percent combined (sanitary sewage and stormwater runoff in a common pipe) and is reported

to be between 50 and 100 years old. The combined sewer system collects wastewater and

stormwater from approximately 4,250 acres and presently contains 34 combined sewer overflows

(CSOs). The CSOs are activated during storm events and discharge diluted raw sewage to the

receiving water bodies surrounding the City. Such overflows were calculated to occur, on average,

70 times per year. Twenty-five CSOs discharge to the Elizabeth River, five to the Arthur Kill, two

to the Great Ditch and one each to the Newark International Airport Peripheral Ditch and Newark

Bay.
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Introduction

continued

1.2 Legislative Mandate

In order to place the proposed project in perspective, it is instructive to review the history of the

enabling legislation requiring implementation ofthe project and the National Policy developed by

the U.S. Environmental Protection Agency (USEPA). The Sewage Infrastructure Improvement Act

(SUA) was enacted on August 3, 1988, by the New Jersey Legislature (a State law only) in response

to beach closings along the New Jersey coast during 1987 and 1988. The beach closing were

caused by unsightly, unsanitary and potentially hazardous debris washing up onto public beaches.

One of the mandates of the SUA was eliniination offloatables and solids from CSOs since CSOs

were identified as the principal source of the beach debris. Among other things, the SUA

authorized ninety percent grants to municipalities for the planning and design of solids/floatables

control facilities at CSO points. The City of Elizabeth received a 90 percent plarining grant and

authorized its consulting engineer to prepare the required planning report.

In addition to the mandate requiring solids/floatables reduction under the SUA, the proposed

project is required in order to comply with the General Permit for Combined Sewer Systems,

NJPDES Permit Number NJ 01523. A copy ofthe City's General Permit is included in Appendix

A. The CSO General Permit regulations were promulgated on January 27,1995, by the NJDEP in

response to the USEPA's National CSO Control Strategy first proposed in 1989. The National

CSO Control Policy, finalized by the USEPA in April 1994, divided implementation of the Policy

into interim and long-term measures. The interim measures, commonly referred to as the Nine

Minimum Controls, or NMCs, were proposed for implementation by January 1, 1997, while the

Long-Term Control Plan could be developed over a period of years depending on the complexity

of the combined sewer system. The NMCs are intended to be implemented in the short term,

require minimum expenditure of funds and provide an initial reduction in pollutants emanating

from CSOs. In brief, the NMCs include:

• implementation of an effective operation and maintenance program;

• maximization of available sewer system internal storage;

• maximization of flow to treatment;
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Introduction

continued

• effective implementation and enforcement of the industrial pretreatment program;

• elimination of dry weather overflows;

• provisions for solids/floatables reduction;

• development of pollution prevention plans;

• monitoring of receiving waters;

• public notification of the impacts of CSOs.

The CSO General Pennit regulations promulgated by the NJDEP incorporate EPA's CSO Control

Policy provisions including the NMCs. One of the NMCs incorporated into the General Permit is

the requirement to remove all floatables and solids greater than 1/2 inch from all CSOs which,

fortuitously, is the subject of the SUA and for which State grants are available. The proposed

project is the direct result of the State and Federal mandates and is intended to satisfy the

requirements for solids/floatables control at a minimum cost. However, design of the proposed

project also incorporates several of the other NMCs, namely,

• Elimination ofdry weather overflows including receiving water body intrusion into the

sewer system;

• maximization of temporary sewer system storage;

• maximization of flows to the treatment plant.

While the proposed project will satisfy solidslfloatables reduction, as well as several other NMCs,

the project must be viewed in the context of the Long-Term Control Plan (LTCP) requirements.

In brief, the LTCP development, for which neither grant nor loan funds are available, requires:

• characterization, monitoring and modeling of the sewer system and CSOs;

• public participation and agency interaction;

• an evaluation of:

- sensitive areas

- alternative approaches to achieve water quality standards

- presumptive approach

- demonstrative approach

- cost effectiveness analysis

1.3
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• development of an operational plan;

• maximization of flow to treatment

• development of an implementation schedule

• post-construction compliance monitoring

In theory, the LTCP will develop a mathematical model ofthe combined sewer system's response

to stomi events. The calibrated and verified model will be able to predict the quantity and quality

ofCSOs for any storm event except hurricanes or other natural disasters. The sewer system model

can be considered the "landside" model. The "waterside" model will, in all likelihood, be

developed by the NJDEP or by a consultant under contract to the DEP. In the ideal case, the

NJDEP will exercise its model for various storm events and require the City to exercise its model

for the chosen or design storm event. The City's model will predict the quality and quantity of

overflows and the DEP model will predict whether or not water quality standards are achieved.

In the event that water quality standards are not achi,eved, the DEP may require further treatment

(beyond solids/floatables reduction) or a reduction in the quantity ofCSOs. The former requirement

could result in additional treatment by the City (e.g., disinfection or suspended solids reduction)

or construction of storage facilities (either in-line or off-line). It is the possibility for future CSO

control facilities that makes it imperative that the cost effective, environmentally sound

solids/floatables control facilities be designed and constructed at this time.

1.3 Project History and Development

In the early 1970's the Joint Meeting of Essex and Union Counties (JMEUC) received a grant

award from the USEPA to upgrade its treatment plant to secondary treatment. A special condition

ofthe grant required:

" The grantee [JMEUC] shall submit to the New Jersey State Department of

Environmental Protection (NJSDEP) and the Environmental Protection Agency

(EPA) by October 1, 1973, a resolution adopted by the City of Elizabeth setting
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forth its agreement to study the combined sewer system within the City, to

identify alternative corrective programs, to select the most cost-effective solution

in compliance with the requirements of the NJSDEP and EPA and to establish

an effective schedule for implementing the most desirable alternative."

The City indeed adopted such a resolution, applied for and received an EPA Demonstration Grant

(#S-802971) and proceeded to have its engineering consultant study and report on a "Comparison

ofAlternative Sewer Designs for Municipal Wastes and Urban Runoff."

The study and report were completed in 1976 and included in an EPA publication entitled,

"Conventional and Advanced Sewer Design Concepts for Dual Purpose Flood and Pollution

Control - A Preliminary Case Study, Elizabeth, NJ," EPA Report No. EPA-600/2-78-096, May

1978. The EPA publication addressed items such as pollution caused by combined sewers versus

separate storm and sanitary sewers, in-line storage ofwet weather flows, deposition ofsolids during

dry weather in large combined sewers with relatively flat slopes, the theoretical pollutant loads

produced by the fIrst flush during storm events, etc. Of particular interest to the next phase in the

evolution of Elizabeth's combined sewer system were the fIndings:

• "Capture of the low volume, high-concentration fIrst flush from

combined systems is essential for pollution abatement.. ..

• Storage of combined sewage should reduce pollutant concentration

as a result of mixing the highly polluted fIrst flush with later, less

polluted flows. Storage is effective in abating pollution."

The City ofElizabeth, based on the studies and reports produced during the late 70's, acknowledged

that its combined sewer overflows were one factor contributing to the pollution of the Elizabeth .

River and other surrounding water bodies. The City authorized its consulting engineering firm,

Clinton Bogert Associates (CBA), to undertake a comprehensive analysis of the City's sewer

system and recommend a phased program to control or minimize the adverse impacts of its CSOs.

The end result of this effort was a report dated August 1981 by CBA entitled, "Combined Sewer
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Overflow Pollution Abatement Program." After review by the City, the NJDEP and USEPA, the

report was revised in April 1986 and recommended a comprehensive program for CSO control

inCluding the phased construction of combined sewer flushing modules, in-line storage modules,

off-line underground storage tanks, storm sewer in-line storage modules and a centralized control

system to monitor and remotely activate the multiple control facilities.

Once accepted and approved by the City, NJDEP and the USEPA, the first phase of construction

was completed in the early 1990's and included construction of thirteen in-line storage modules,

eleven flushing modules and capacity increase for the Westerly Interceptor sewer. These internal

facilities were designed to minimize the volume ofCSOs, as well as reduce the concentration of

conventional pollutants (e.g., BOD, SS, nutrients) discharged during storm events. It should be.

noted that the storage and flushing modules did nothing to remove solids and floatables, nor were

they required nor designed to do so.

During this same time period, Il..amely, th~ early 1990's, the State ofNew Jersey, through the DEP,

began implementing the Sewage Infrastructure Improvement Act (SUA), while the USEPA was

attempting to fmalize its National Strategy for Combined Sewer Overflows (see Section 1.2 above).

The SUA authorized 90 percent State grants for the planning and design ofsolids/floatables control

facilities and low interest loans for construction. As a result of the availability of funds under the

SUA program and the need to update its 1986 report to address solids/floatables control, the City

applied for and received a planning grant (CSO-91-017). The resulting report entitled, "Report to

the City ofElizabeth, Combined Sewer Overflow Abatement Strategy, Solids/Floatables Reduction

at Combined Sewer Overflow Points," was prepared by CBA and dated June 1993.

In keeping with the spirit and intent of the earlier studies, and in an effort to reduce the solids

loadings and thus pollutants to the receiving waters, the June 1993 report recommended diversion

and screening facilities for "primary" and "relief' outfalls, construction of swirl separators to

capture the "first flush" and reduce solids/floatables at the primary outfalls, and sewer separation

at the "minor" outfalls. The recommended facilities had a construction cost estimated by CBA at

$20,690,000 (1993 dollars) including a 20 percent contingency.
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The NJDEP reviewed the planning report and raised significant questions in its letter to the City

dated October 13, 1993. CBA, on behalfofthe City, responded to the DEP's letter in a submission

dated November 22, 1993. During the next sixteen months, a series of discussions and exchanges

of correspondence took place among the City, its consulting engineer and the NJDEP. These

exchanges resulted in the submission, under cover letter dated March 30, 1995, signed by Herbert

L. Kaufman, of a "Project Report Addendum." The Addendum revised the proposed facilities by

essentially eliminating the first flush swirl separators and associated appurtenances but retaining

the diversion facilities and underflow bar screens. Elimination of the swirl separators reduced the

construction cost estimate to $8,559,000 (1993 dollars). In its Environmental Summary dated May

16, 1996, the NJDEP addressed elimination of the first flush swirl separators and the other final

alternative by stating, "The remaining alternatives evaluated were the swirl separator and rotating

drum screen. However, these alternatives were determinedto be unnecessary in meeting the

current Department requirements for CSO abatement and were also eliminated from consideration"

(underlining added).

The resulting project, approved by the NJDEP, grouped the proposed facilities into three categories,

namely, primary, relief and minor outfalls. Fifteen diversion and screening facilities, along with

an extensive array of appurtenances, were recommended for the primary outfalls including

modifications to four existing storage module flap gates. Twelve manually cleaned bar screens

were proposed for the relief outfalls, along with modifications to the hydraulic controls on four

additional storage module flap gates. The final recommendation included separation of the

combined sewers at minor outfalls, thereby eliminating CSOs, by constructing approximately two

miles of new separate sanitary and storm sewers.

Between May 1996, the date the NJDEP published its Environmental Summary, and April 6, 1998,

the date the NJDEP notified the City ofElizabeth of pre-award approval for design of the project

under the Sewage Infrastructure Improvement Act, several significant developments took place

which had an impact on the proposed project. The firm Clinton Bogert Associates went out of

business and was temporarily replaced by Kaufman Engineering under the leadership of Herbert

L. Kaufman, a former principal in CBA. In 1996 the City engaged Killam Associates to design the
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proposed project including preparation of a design report, plans, specifications and contract

documents. During 1997 the City, with assistance from Killam Associates, met with the NJDEP

several times to negotiate and clarify the Scope of Services for Design and establish a schedule and

approach towards satisfying the solids/floatables control requirements.

The agreed upon Scope of Services for professional engineering services is detailed in Killam

Associates' proposal to the City dated October 14, 1997, and clarified in Killam Associates' letter

to Stanley V. Cach, Jr., dated March 5, 1998. The Scope of Services describes the design as two

separate and distinct phases. This Preliminary Design Report represents the conclusion of Phase

I and is being prepared for review by officials within the City and at the NJDEP. In its pre-award

approval letter dated April 6, 1998, the NJDEP stated:

"(1) The City shall submit to this office phase I work in·accordance with

the scope of work contained in the proposal. If the final concept

differs from the Department approved Plan, a revised

Environmental Decision Document will be required prior to

approving Phase I work.

(2) The City shall not initiate and prepare partial or final contract

documents or initiate phase II work prior to our [NJDEP] approval

ofphase I work.

(3) Upon receipt of our [NJDEP] written approval on phase I

work, the City shall prepare and submit to this office phase II

work in accordance with the scope of work contained in the

proposal."

The balance of this Preliminary Design Report sets forth the background, hydraulic/hydrologic

assessment and preliminary design for the solids/floatables control facilities.
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2.1 Description of Existing Systems

Background

Originally constructed in the late 1800's, the sewer system for the City ofElizabeth consisted of

one combined sewer system that collected both sanitary and storm flows and discharged the flow

directly into the adjacent waterways. Combined flows from the eastern portion of the City

discharged the flow to the Arthur Kill, Great Ditch or Newark Bay and combined flows from the

western and central portions of the City discharged to the Elizabeth River.

In 1898, the Essex-Union Joint Meeting (EUJM) was created to reduce pollutant discharge to

waterways and new sewers were constructed to intercept dry weather/base flows and prevent the

flows from being discharged to adjacent waterways. This was accomplished by constructing

interceptor sewers to bisect each ofthe outfall pipes and constructing regulators to divert the flow

for treatment. Two separate interceptor sewers were constructed in the City ofElizabeth to serve

the easterly and westerly portions ofthe City. Regulators were constructed in-line with the existing

outfall piping at locations near the interceptor sewer to control the flow into the interceptor sewers.

Several modifications and improvements to the City's sewer system were constructed over the

years which included the construction ofdedicated sanitary sewers, storm sewers and relief storm

sewers. The most recent improvement to the sewer system consisted ofthe construction of in-line

storage and flushing modules in 1990, which were designed to reduce pollutant discharge to the

adjacent waterways.

The Sewer System Map ofthe City of Elizabeth -Plate 2.1 shows the location of the combined

sewers, storm sewers, interceptor sewers, Joint Meeting Sewers OMS), regulators, storage modules,

flushing modules and CSO outfa1ls. Plans ofthe easterly and westerly interceptor sewers are shown

on Plates 2.5 and 2.6, respectively.
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Background

continued

2.1.1 Sanitary/Combined Sewer System

The existing combined sewer system for the City ofElizabeth is comprised of the following major

components:

• approximately 150 miles of collector sewers

• approximately 2 miles ofwesterly interceptor sewer

• approximately 4 miles ofeasterly interceptor sewer

• 38 active CSO regulators

• 34 permitted CSO's

• 13 in-line storage modules

• 11 flushing modules

Within the City's combined sewer system, dry weather/base flow is collected by the sewer system

and conveyed to the Trenton Avenue Pump Station (TAPS). From the TAPS, sewage is pumped

to the Joint Meeting of Essex and Union Counties (JMEUC) Treatment Plant. The JMEUC

Treatment Plant is located in the City ofElizabeth on South First Street in the southwest portion

of the City. The treated plant efiluent from the JMEUC Treatment Plant is discharged to the Arthur

Kill.

In the existing combined sewer system for the City ofElizabeth, wet weather flow is collected by

the sewers and when the regulator capacity to the interceptor is exceeded, the flow is diverted to

the CSO's which are located along the Arthur Kill, Great Ditch, Newark Bay and Elizabeth River

2.1.2 CSO Regulators

The intended purpose of the CSO regulators is to route dry weather/base flows to the interceptor

sewer and divert wet weather flows to the CSO outlet. Within the City of Elizabeth's combined

sewer system, the diversion of combined sewer flows is accomplished by either mechanical

(moving parts) regulators or non-mechanical (no moving parts) regulators.
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Background

continued

The mechanical regulators consist of float operated gates that were originally designed to isolate

the CSO's outlets from the interceptors during wet weather flows. A typical mechanical regulator

consists of the following interconnected subsurface concrete chambers: 1) diversion chamber; 2)

regulator chamber; and 3) tide gate chamber. Plate 2.2 is a plan and section drawing of a typical

mechanical regulator.

Within the mechanical regulator, the diversion chamber contains a concrete channel to "divert the

dry weather/base flow to the regulator chamber, which regulates flow to the interceptor. When wet

weather flow surcharges the diversion chamber, the flow discharges thru the tide gate chamber to

the CSO. A tide gate\'is typically located in the tide gate chamber, however, in some cases, the tide

gate is "installed at the end of the CSO outfall pipe.

The regulator chamber of a mechanical regulator contains a float and regulator/shutter gate

assembly to control the flow from the diversion chamber to regulator chamber and interceptor

. sewer. When wet weather flows occur, the regulator chamber surcharges, raising the float

assembly and closing the shutter gate preventing flow to the interceptor and surcharging the

diversion chamber. An orifice plate and guides are also installed over the sewer to the interceptor

to facilitate manually stopping flow to the interceptor.

Approximately one-third of the CSO regulators in the City of Elizabeth's sewer system are

mechanical regulators, which are predominately used for primary outfalls.

Non-mechanical regulators operate based on higher overflow elevations in the system. When the

wet weather flow surcharges in the system, the non-mechanical regulators use weirs, orifices,

vortex valves or pipe invert elevations to control the diversion of wet weather flow. Non­

mechanical regulators appear to be used predominantly for relief outfalls.

Information concerning the location, configuration and condition of each of the CSO regulators is

included in Section 2.2 of this report.
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Background

continued

2.1.4 Flushing Facilities

The intended purpose offlushing facilities is to limit pollutant discharge to the overflow waterway.

The flushing facilities reduce the impact of the "first flush" (highest pollutant concentration) by

periodically flushing targeted combined sewer segments to limit the accumulation of deposits in

combined sewers with limiting slopes.

The flushing facilities were designed concurrently with the storage modules under Contract 21 by

Clinton Bogert Associates in 1988 and were constructed in 1990. Plate 2.4 is a typical plan and

section drawing of the flushing modules installed in the City's sewer system.

The flushing facilities are configured in a similar manner as the storage modules, but the flushing
. .

module does not divert flow from the in-line sewer. The operation of the flushing module consists

of the in-line flap gate opening and closing to flush the combined sewer. The flushing facilities

were intended to be controlled remotely by radio.

A summary ofthe locations, configurations and conditions of the flushing modules is included in

Section 2.2 of this report.

2.1.5 Pumping Facilities

The City's main sanitary\combined pumping station is the Trenton Avenue Pumping Station

(TAPS) which is located adjacent to Trenton Avenue. The TAPS accepts sanitary/combined flows

from both the easterly and westerly interceptor sewers and pumps the sewage to the JMEUC

Treatment Facility. All wastewater flows from the City must pass through the TAPS for discharge

to the JMEUC.

The TAPS is equipped with two mechanically cleaned bar screens. Flow to the facility is regulated

during wet weather periods utilizing two motorized sluice gates. The facility is equipped with a
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Background

continued

total of five pumps. Pump No.1 is rated at 10 MGD and is equipped with a 75 Hp motor. Pump

Nos. 2 through 5 are rated at 13 MGD and are equipped with 100 Hp motors. Pump Nos. 3 & 4

are equipped with variable frequency drives in order to regulate flow from the facility.

The agreement between the City ofElizabeth and the JMEUC limits discharges from the City of

Elizabeth to the JMEUC Plant to 25 MGD. Flows in excess of25 MGD will result in excessively

high ]lows and flooding at the JNlEUC Treatment Plant. As such, during high flow events, the City

will regulate flow from the TAPS with the maximum flow not exceeding the 25 MGD limitation

and will regulate wastewater flow into the station by regulating the motorized sluice gates on the

effluent of the facility. The regulation ofthe sluice gates results in the utilization ofthe interceptor

sewer as a storage vessel thereby maximizing the amount offlow which may be discharged to the

JMEUC treatment facility for subsequent treatment.

2.1.6 CSO Discharge Permit

The City ofElizabeth was issued a New Jersey Pollutant Discharge Elimination System Individual

NJPDES/DSW General Permit No. NJOI08782 on June 30, 1995. This permit was an individual

CSO Discharge Permit and also embodied the provisions of the general permit authorization under

the General Permit for Combined Sewer Systems, NJPDES Permit No. NJOI05023. With the

issuance of the aforementioned permits, the City's previous permit for operation of the CSO

System was terminated.

The individual permit authorization allows the City to operate a combined sewer system for the

collection and conveyance of wastewater and to discharge untreated wastewater in the form of

combined sewer overflows from the combined sewer overflow points located throughout the City

as listed in the permit. A copy of the Individual and General Permit for the City's CSO System

is included in Appendix A.
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continued

The New Jersey Pollutant Discharge Elimination System General Permit No. NJOI05023 for

combined sewer systems includes a number ofprovisions which are applicable to the installation

of solids/floatables control facilities which are the subject of this report. Of particular importance

is the timetable set forth in the General Permit for the installation ofinterim solids/floatable control

measures and long term solids/floatables control measures. Due to the fact that the facilities under

consideration for installation by the City at this time are considered long term solids/floatables

control measures, discussions included herein will only reference the timetable for long term

control measures. Under Section D- SolidslFloatables, Subsection 2- Long Term SolidslFloatables

Control Measures, the General Permit outlines the time frame for certain actions to be taken. The

permit requires the permit holder submit an approvable long term solids/floatables control

measures plan to the Department on or before March 1, 1996. Following the review and comments

by NJDEP, the permittee is required to modify the previous submission to comply with the

Department's comments and resubmit the plan for final approval byNJDEP. Following the receipt

of approval by NJDEP, the permittee is to undertake the design and submit an administratively
•

complete Stage IIIIII TWA Application to NJDEP for approval. Following the receipt ofapproval

of the TWA Application, the permittee is to complete construction and commence operation of the

approved long term solids/floatables control measures within 15 months.

While the City has not met the deadlines required by the General Permit, the City has been actively

working toward meeting the requirements and this report will serve as the intended plan for the

long term solids/floatables control measures. The City intends to immediately proceed with the

preparation of final plans and specifications and the submittal of the required TWA Application

to NJDEP, following the approval by the Department of the plan.

2.2 Field Investigations

Included in our work under the preliminary design phase of the solids\floatables control facilities,

a detailed inspection of each of the CSO regulators, storage and flushing modules was conducted.

The purpose of the inspections and evaluations was to determine the current operating condition
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ofeach of the facilities and to undertake the required measurements and evaluations to determine

the methods ofretrofitting each of the facilities to provide for the required solidslfloatables control.

In addition to the inspection of the CSO regulators, storage and flushing modules, a survey of the

two interceptor sewers was undertaken. The survey included determining as-built elevations and

sewer sizes of the two interceptor sewers in order to utilize this data for the flow simulations. The

sections which follow provide descriptions of each component of the City's combined sewer

system and appurtenances.

2.2.1 Easterly Interceptor Sewer

The easterly interceptor sewer is approximately four miles in length and ranges from 33" to 60"

diameter sewers. The easterly interceptor sewer begins at a point in the general vicinity of CSO

001 as a 33"<1> and extends along Dowd Avenue through right-of-way areas adjacent to Trumbull

Street as a 42"<1> sewer. The interceptor continues to Front Street as 48"<1> and 54"<1> sewers and

ultimately tenninates at the Trenton Av~nue Pump Station via First Street with the sewer size

ranging from 54"<1> to 60"<1>. An overall plan of the easterly interceptor is included on Plate 2.5.

Plate 2.5 details the size ofthe interceptor sewer along its alignment and also includes invert and

rim elevations at key manholes.

2.2.2 Westerly Interceptor Sewer

The westerly interceptor sewer is approximately two miles in length and consists ofmostly brick

sewers. The westerly interceptor sewer begins at the intersection of Westfield Avenue and Union

Street and extends along Union Street to Elizabeth Avenue and crosses the Elizabeth River in the

vicinity ofBridge Street. At this location the westerly interceptor sewerjoins with a branch portion

of the interceptor sewer that extends upstream along Pearl Street and Cherry Street. The westerly

interceptor sewer extends from Bridge Street along South Pearl Street and Clarkson Avenue as a

36" brick sewer and continues along the Elizabeth River corridor adjacent to Mattano Park before

terminating at the Trenton Avenue Pump Station as a 60" sewer. A plan ofthe westerly interceptor
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sewer is shown on Plate 2.6. Plate 2.6 shows the size ofthe interceptor throughout the alignment

and also shows pipe invert and manhole elevations at key locations.

2.2.3 CSO Regulator Sites

A total of39 CSO regulator sites were inspected by Killam personnel from May 27, 1998 through

August 14, 1998. The purpose of the inspections was to determine the type of regulator and

document current operating conditions of each regulator. A summary of general information

relative to theJ!!.spections of the CSO regulator modules is included on Table 2.1. Descriptions

of each of the regulator facilities follows.

Regulator 001

Regulator 001 is a mechanical regulator and is located in an open grass area between the north

bound entrance ramps to Routes 1 and 9 just north of Dowd Avenue and east of North Avenue.

A location plan ofRegulator 001 is shown on Plate 2.7-1.1 which is included in Appendix B.

Combined flow enters the regulator through a 48"<1> sewer and is regulated by a float and shuttered

gate assembly. Dry weatherlbase flow is diverted to the 33"<1> reinforced concrete interceptor

sewer. During wet weather periods, flow rises within the facility and closes the shutter gate, which

results in overflows through a 48"<1> sewer to CSO 001 that discharges to the Peripheral ditch. A

plan and section of regulator 001 is shown on Plate 2.7-1.2 included in Appendix B.

In general, the regulator facility appears to be good overall condition, however, the float and shutter

mechanism appear to be frozen in the open position allowing wet weather flows to enter the

interceptor sewer. The module inspection report for Regulator 001 is included in Appendix B.
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City of Elizabeth· Design of Solids/Floatable Control Facilities
CSO Inspection List

Table 2.1

Regulator Modules

001 Primary Routes 1 & 9 Northbound Entrance Ramp OS/28/98 Peripheral Ditch Float & Gate 1,2
002 Primary Division Street @ Fairmont Avenue OS/28/98 Great Ditch Float & Gate 1,2

003-A Relief Westfield Avenue (cj) Magie Avenue OS/27/98 Elizabeth River Weir 3,4
003-B Relief Grove Street & Grand Avenue 06/18/98 Elizabeth River Weir 3,4
005 Primary Morris Avenue & Westfield Avenue 06/18/98 Elizabeth River See Storage Module 1

006 Primary Union Street Gi1 Crane Street 06/18/98 Elizabeth River Orifice 13,7
007 Minor West Grand ~ Union/Price & River 06/18/98 Elizabeth River Orifice 14
008 Minor West Grand (( Elizabeth River 08/14/98 Elizabeth River Orifice 14
009 Minor Elizabethtown Plaza & Caldwell 06/17/98 Elizabeth River Weir

010 Primary Cherry Street & Murray Street 06116/98 Elizabeth River Weir

011 Primary Rahwav Avenue & Burnet Street 06116/98 Elizabeth River Vortex Valve 3,7
012 Minor Rahwav Avenue & Elizabethtown Plaza 06117/98 Elizabeth River Vortex Valve

013 Primary Burnet Street Near Rahway Avenue 08/15/98 Elizabeth River Overflow

014 Minor South Broad Street & Elizabeth Avenue 06/17/98 Elizabeth River Vortex Valve 3,7
016 Minor Pearl Street & Washington Avenue 06/17/98 Elizabeth River Weir

017 Minor Broad Street @ Elizabeth River ·06/18/98 Elizabeth River Weir

021 Relief Third Avenue between S. Spring & S. Reid Streets OS/28/98 Elizabeth River Overflow 7
022 Primary South Street, South SprinQ St. & 4th St. 06/16/98 Elizabeth River Weir

024 Minor Norwood Terrace @ S. Pearl Street 06/18/98 Elizabeth River n/a 12
025 Minor S. Pearl Street & Montgomery Street 06117/98 Elizabeth River Overflow 15,16
026 Primary John Street (dead endl (cj) Elizabeth River OS/27/98 Elizabeth River Float & Gate / Weir 1,7
027 Primary Summer Street & Clarkson Avenue 06/17/98 Elizabeth River See Storage Module 7

028 Relief Summer Street & Clarkson Avenue 06/17/98 Elizabeth River See Storage Module 7

029 Primary S. First Street @ Elizabeth Avenue (Waterfront Parkl OS/27/98 Elizabeth River Float & Gate 1
030 Relief S. Front Street @ E. Jersey Street 06/01/98 Arthur Kill Overflow 9
031 Primary Livingston Street @ Front Street 06/01/98 Arthur Kill Float & Gate 1
032 Primary Front Street @ Maanolia Avenue 06/01/98 Arthur Kill Float & Gate 1,2

034-A Primary Atlanta Plaza (in DarkinQ lotI OS/29/98 Newark Bav Float & Gate 5, 7, 10
034-B Primary Trumbull Street @ First Street 06/02198 Newark Bay Float & Gate 7
035 Primary S. First Street @ Third Avenue OS/28/98 Elizabeth River Float & Gate 1,7,8
036 Relief intersections of N. Broad Street, Salem Avenue & Pingry Place 06/02198 Elizabeth River Overflow

037 Primary Bayway @ former S. Front Street (private road) OS/29/98 Arthur Kill Float & Gate 1,3
038 Relief Third Avenue @Atlantic Street (under NJ TPK. overpass) 06/01/98 Elizabeth River Weir 11

039 Relief Trumball Street @ Fourth Street 06/02198 Great Ditch Overflow

040 Primary Clifton Street @ Pulaski Street OS/28/98 Elizabeth River Float & Gate / Weir 1,3,5,6
041 Relief Morris Avenue at Elizabeth River 06/18/98 Elizabeth River See Storage Module 1A

042A Relief Elizabeth Avenue & Bridge Street 06/17/98 Elizabeth River Weir 3
042B Relief East Jersey Street & Winfield Scott Plaza 06/17/98 Elizabeth River Weir
042C Relief Jefferson Avenue & Chestnut Street 06/17/98 Elizabeth River Weir

- To be inspected by Killam. On 6118198 we could not inspect due to emergency repairs being performed to repair a collapsed main.
••• To be inspected by Killam.

DeSCription of ObselVed Conditions

1 Float and gate mechanism appear to be 'frozen" in the open position. allowing wet weather flows to enter the interceptor sewer.
2 Manhole frame(s) shifted from original position (not aligned with opening in chamber top slab)
3 No manhole steps in chamber.
4 Interior of chamber has been coated with gunite.
5 Grease accumulated on interior of chamber.
6 Manhole frame(s) cracked.
7 Sediment and debris accumulated on bottom of chamber.
8 Emergency overflow to the Great Ditch.
9 Outfall 030 was reportedly plugged and den~olished at one time, then reconstructed with a tide gate and headwall in the marina along Waterfront Park.
10 Evidence ofsurcharging observed.
11 Weir damagedlpartially eroded
12 The regUlator is blocked. Flow goes directly into the interceptor.
13 Eighteen inch void in manhole base. It has been reported that the outfall line is collapsed.
14 Overflow pipe has a sluice gate which was observed open.
15 Tide gate is "frozen" in the open position.
16 Excessive infiltration was observed coming thm the tide gate.
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The results of the inspection indicated that the facility was in fairly good overall condition. The

15"<1> sewer to the interceptor was being constructed during the June 18, 1998 inspection. The

module inspection report for Regulator 017 is included in Appendix B.

Regulator 021

Regulator 021 is a non-mechanical regulator located in Third Avenue near South Reed Street. A

location plan and a plan and section ofRegulator 021 are shown on Plates 2.7-21.1 and 2.7-21.2

respectively and are included in Appendix B.

Dry weatherfbase flow enters the manhole chamber through a 12"<1> combined sewers and

discharges to the interceptor through a 12"<1> sewer. When wet weather flow surcharges the

manhole the flow is diverted through a 15"<1> overflow sewer to eso 0~1, which discharges to the

Elizabeth River.

Regulator 021 was observed be in good condition. The module inspection report for Regulator 021

is included in Appendix B.

Regulator 022

Regulator 022 is a non-mechanical regulator located at the intersection of South Street and South

Spring Street. A location plan and a plan and section ofRegulator 022 are shown on Plates 2.7­

22.1 and 2.7-22.2 respectively and are included in Appendix B.

During dry weatherfbase flow conditions, flow enters the manhole structure through a 48"W x

72"H combined brick sewer and the flow exits the manhole through a 15"<1> sewer which conveys

wastewater to the interceptor sewer. During wet weather flow conditions, the manhole surcharges

and the flow discharges over a weir through a 48"W x 72"H brick sewer that conveys overflow

to eso 021, which discharges to the Elizabeth River.
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The results of the inspection indicated that the facility was in fairly good overall condition. The

module inspection report for Regulator 021 is included in Appendix B.

Regulator 024

Regulator 024 is located at the intersection ofPearl Street and Norwood Terrace. A location plan

for Regulator 024 is shown on Plate 2.7-24.1 and is included in Appendix B. As part of the field

observations, it was detennined that the regulator has been filled with dirt and this outfall has been

abandoned and flows go directly to the adjacent westerly interceptor.

Regulator 025

Regulator 025 isa non-mechanical regulator located at the intersection of South Pearl Street and

Montgomery Street. A location plan and a plan and section ofRegulator 025 are shown on Plates

2.7-25.1 and 2.7-25.2 respectively and are included in Appendix B.

During dry weather/base flow conditions, flow enters the manhole structure through a 12"<1>

combined sewer and the flow exits the manhole through a 12"<1> sewer which conveys wastewater

to the interceptor sewer. During wet wea.ther flow conditions, the manhole surcharges and the flow

discharges through a 12"<1> line which conveys overflow through a tide gate to eso 025, which

discharges to the Elizabeth River.

The results of the inspection indicated that the facility was in good overall condition with the

interior recently gunited. The tide gate was observed to be rusted in the open position allowing

excessive infiltration during high tide. The module inspection report for Regulator 025 is included

in Appendix B.
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to the Arthur Kill. A plan and section of Regulator 034B is shown on Plate 2.7-34.4 which is

included in Appendix B.

The regulator facility appears to be good overall condition, however, the float and shutter

mechanism appear to be frozen in the open position allowing wet weather flows to enter the

interceptor sewer. The module inspection report for Regulator 034B is included in Appendix B

Regulator 035

Regulator 035 is a mechanical type regulator located adjacent to South First Street and across from

Third Avenue. A plan showing the general location ofRegulator 035 is shown on Plate 2.7-35.1

and is included in Appendix B.

Combined flow enters the regulator through a 41 "<I> gunited brick sewer and is regulated by a float

and shutter gate assembly. Dry weather/base flow is diverted through a 15"<1> sewer to the

interceptor sewer. During wet weather periods, flow rises within the facility and closes the shutter

gate, resulting in overflows through a 54"<1> sewer to CSO 035 which discharges to the Elizabeth

River. An emergency overflow weir chamber is located downstream along the outfall line,

between the regulator module and the sluice gate chamber. A plan and section ofRegulator 035

is shown on Plate 2.7-35.2 which is included in Appendix B.

The regulator facility appears to be good overall condition, however, the float and shutter

mechanism appear to be frozen in the open position allowing wet weather flows to enter the

interceptor sewer. The module inspection report for Regulator 035 is included in Appendix B.

Regulator 036

Regulator 036 is a non-mechanical regulator located within a manhole structure at the intersection

ofNorth Broad Street and Salem Avenue. A plan showing the general location ofRegulator 036

is shown on Plate 2.6-36.1 and is included in Appendix B.
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Background

continued

A weir diverts normal wastewater flows from 54"4> combined sewer, to the 15"4> sewer which is

tributary to the interceptor. A float controlled regulator gate downstream of the 15"4> sewer limits

the wet weather flow from passing to the interceptor sewer. During wet weather conditions, the

regulator surcharges and flow passes through a 48"4> outflow sewer to CSO 040 which discharges

to the Elizabeth River.

In general, the regulator module structure appears to be in relatively good condition. The operating

mechanisms for the float and shutter gate appear to be not functioning allowing wet weather flows

to enter the interceptor sewer. The module inspection report for Regulator 040 is included in

Appendix B.

Regulator 041

Regulator 041 is located on Morris Avenue adjacent to Sayre Street and immediately upstream of

the siphon which crosses the Elizabeth River. As part of the work under Contract No. 21,

Regulator 41 was consolidated into Storage Module lA. A general location plan and a plan and

section ofRegulator 041 are shown on Plates 2.7-41.1 and 2.7-41.2 respectively and are included

in Appendix B. A detailed discussions ofRegulator 41 / Storage Module 1A is included in Section

2.2.4.

Regulators 042A, 042B & 042C

CSO 042 has three separate non-mechanical regulators designated as 042A, 042B and 042C. The

three regulators have ofweir walls which divert dry weather/base flows to the iilterceptor sewers.

Wet weather flows surcharge the regulator and flow to CSO 042.

Regulator 042A is located at the Elizabeth Avenue and Bridge Street intersection. A location plan

and a plan and section ofRegulator 042A are shown on Plates 2.7-42.1 and 2.7-42.2 respectively

2.26



Background

continued

and are included in' Appendix B. The module inspection report for Regulator 042A is included in

AppendixB.

Regulator 042B is located adjacent to City Hall at the intersection of East Jersey Street -and

Winfield Scott Plaza. A location plan and a plan and section of Regulator 042B are shown on

Plates 2.7-42.3 and 2.7-42.4 respectively and are included in Appendix B. The module inspection

report for Regulator 042B is included in Appendix B.

Regulator 042C is an L shaped concrete chamber located at the intersection ofJefferson Avenue

and Chestnut Street. A location plan and a plan and section of Regulator 042C are shown on

Plates 2.7-42.5 and 2.7-42.6 respectively and are included in Appendix B. The module inspection

report for Regulator 042C is included in Appendix B.

2.2.4 In-line Storage Facilities

The combine sewer system of the City ofElizabeth has twelve (12) in-line storage facilities which

were constructed under Contract No. 21 in 1990. The intended purpose of the storage modules is

to store wet weather flow until the flow can be received at the treatment facility and for the

retention of "first flush" stonn water flows for dilution and ultimate discharge to the overflow

waterway. The storage modules were inspected by Killam personnel from June' 3, 1998 through

June 18, 1998. The purpose of the inspections was to detennine the current operating condition

ofeach of the storage modules. A summary of general information relative to the inspections of

the storage modules is included on Table 2.2. Descriptions of each facility is as follows:

Storage Module 001

Storage Module 001 is located within a cartway of Westfield Avenue just west ofMorris Avenue

\and is the converted site of Regulator 005. A general location plan of Storage Module 001 is

shown on Plate 2.8-1.1 and is included in Appendix C.
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Background

continued

The storage module is a rectangular concrete chamber which has been constructed in-line with the

existing combined sewer. Dry weather flows are diverted from the 72"<1> concrete influent line

through a 24"<1> outlet which discharges to the interceptor sewer. Under stonn events, the flap gate

would open, thereby permitting stonn related wastewater flows to the 78"<1> concrete overflow

piping. A general plan and section of Storage Module 001 is shown on Plate 2.8-2.2 and is

included iIi Appendix C. A summary report of the inspection undertaken is also included in

Appendix C.

Storage Module OOIA

Storage Module OOlA is also located in Morris Avenue adjacent to the Elizabeth River. This

storage module was converted from Regulator 041 as part ofwork included under Contract No.

21. A general location plan of Storage Module OOlA is shown on Plate 2.8-1.3 and is included in

Appendix C.

. Storage Module 001 is located upstream ofthe Elizabeth River and is significantly different than

the other storage modules since it includes a siphon inlet chamber. Under normal dry weather

flows, wastewater enters the facility through the 72"<1> influent sewer and is discharged into two­

14"<1> and one-8"<I> cast iron siphon pipes which pass under the Elizabeth River. Under normal

conditions, a flap valve within the upper portion of the chamber is closed thereby preventing

wastewater flow through the upper portion of the chamber into the 66"<1> outlet sewer which

discharges through CSO 041 and into the Elizabeth River. Under wet weather flow conditions,

the flap valve will open and flow will be discharged to CSO 041. A general plan and section of

Storage Module OOIA is shown on Plate 2.8-1.4 and is included in Appendix C. An inspection

report for Storage Module OOlA is also included in Appendix C.

Storage Module 002

Storage Module 002 is located within an easement area of a residential lot along the Elizabeth

River in a parking area behind apartment house #18-20 Sayre Street. A plan showing the general
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City of Elizabeth· Design of Solids/Floatable Control Facilities
Storage Module Inspection Summary

Table 2.2

Storage Modules

5-1 Closed 06/18/98 Elizabeth River
5-1A Closed 06/18/98 Elizabeth River
5-2 Closed 1,2 06/03/98 Elizabeth River
5-3 Closed ** 3,4,5 06/03/98 Elizabeth River
5-4 Closed 1 06/03/98 Elizabeth River
5-5 Closed 6 06103/98 Elizabeth River
5-7 1/20 en 06/17/98 Elizabeth River
5-8 o en 7 06/04198 Peri heral Ditch

5-10 Closed 06/18/98 Peri heral Ditch
5-11 Closed 8 06/04/98 Peripheral Ditch
5-12 213 Open 9 06/03/98 Great Ditch
5-13 Closed 10 06104/98 Arthur Kill
5-14 o en 11,12 06/16/98 Elizabeth River

Note - As per previous reports. storage modules 6 & 9 do not exist.
•• The flap gate in S-3 was found in the open position when inspection was started. DPW personnel closed the flap

gate in the manual hand mode upon completing the inspection.

Description of Observed Conditions

1 Unit reportedly wor1<ing properly accOrding to DPW personnel.
2 Sediment accumulated on bottom of chamber.
3 Sanitary flows are pumped out of chamber.
4 Original concrete top slab has been removed and replaced with new slab which is not square to the chamber walls.
5 Only one out of four stainless steel screens are in place at stilling well.
6 Infiltration greater than approximately five gallons per minute observed in chamber.
7 Only one diversion manhole installed outside of chamber containing hydrobrake.
8 Dry (control) chamber Is flooded and could not be inspected, reportedly from electric service to unit being terminated.
9 Main sewer line filled with approximately three feet of standing water.
10 Dry (control) chamber is flooded with over eleven feet of water and could not be inspected.
11 Dry (control) chamber is flooded with over ten feet of water and could not be inspected.
12 Did not access the chamber because Air Monitor Alarm. (02 =19.2/ LEL =1~3/ HS =2ppm)

N:\ENGI271003IREPORnrAB22.WB3



Background

continued

Storage Module 013

Storage Module 013 is located along Broadway at the intersection ofFront Street. A location plan

for Storage Module 013 is shown on Plate 2.8-13.1 and is included in Appendix C.

Storage Module 013 is an in-line storage facility which was constructed in-line to the 60"

combined sewer. Dry weather flows are routed by gravity through a 12"<1> diversion pipe to the

adjacent interceptor sewer. Under wet weather flow conditions, combined flow is routed through

the chamber to the downstream 60" sewer which discharges to the Arthur Kill. A plan and section

of Regulator Q13 is shown on Plate 2.8-13.2 and is include in Appendix C. A brief summary

report of the inspection of Storage Module 013 is also included in Appendix C.

Storage Module 014

&,~orage Module 014 is located within Third Avenue just north of South First Street. A location

plan for Storage Module 014 is shown on Plate 2.8-14.1 and is included in Appendix C.

Storage Module 014 is constructed in-line to the existing 44" gunited brick sewer and is similar

to Storage Module 008 and 010 with a gravity diversion around the flap gate assembly to control

dry weather flows to the downstream sewer. Under wet weather conditions, flow will pass

through the storage module to the downstream sewer which is tributary to Regulator 035. A plan .

and section of Storage Module 014 is shown on Plate 2.8-14.2 and is included in App~ndix C. A

summary report ofthe inspection undertaken for Storage Module 014 is also included inAppendix

C.

2.2.5 Flushing Facilities

As noted earlier, the intended purpose of the flushing modules is to limit pollution discharge to the

c ';ow waterway. This is accomplished by reducing the impact of the first flush by periodically
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SolidslFloatablesControl Facilities - Prelinlinary Design

continued

showing the extent ofthe work required to separate the stonn and sanitary sewers is shown on Plate

4.2-17.

CSO 021

CSO 021 is located at the Elizabeth River near Route 1 within the City ofElizabeth DPW Yard.

With a design capacity of 11 MGD, CSO 021 is a good candidate for static screening facilities.

The concept ofsewer separation is not viable at this location. A review ofthe various alternatives

which may be implemented at this location indicates that static screening is the most cost effective

option. A summary of the cost of the various alternatives is included in Appendix G. The

estimated costs for construction of a. static screening facility at the interceptor discharge to the

outfall and present worth 0 & M costs are approximately $154,400. A plan showing the

recommendation location for the screening facility is shown on Plate 4.2-21.

CS0022

CSO 022 has a design capacity of 75 MGD and is located adjacent to South Street and the

Elizabeth River in the vicinity ofRoutes 1 and 9. Due to the high flow rate, the concept ofa static

screen is not viable nor is sewer separ~tion. A summary of the cost for netting is included in

Appendix G.

Based upon the evaluations undertaken, the most cost effective option for providing solids/floatable

control at CSO 022 is an inline netting facility. The estimated construction and present worth

O&M cost for the netting facility would be approximately $855,100. A plan showing the

recommended location and configuration ofthe netting facility is shown on Plate 4.2-22.

CS0025

CSO 025 'discharges to the Elizabeth River adjacent to South Pearl Street and Montgomery Street.

The concept of sewer separation at this location was reviewed and determined to be a viable
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CITY OF ELIZABETH
UNION COUNTY. NEW JERSEY

eso SOLIDS/FL.,OATABLES
CONTROL FACILITIES

PLATE 4.2-22- CSO 022 RECOMMENDED FACILITY
DooIgood ScGI.

J.A.F. '''=30'
27. Bleeker Street

.Millburn. New Jersey 07041

[KKillam
Associates tl Consultilg Engineers

PROPOSED 60"0 PIPE

PROPOSED CHAMBER

PROPOSED CHAMBER
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SolidslFloatables Control Facilities - Preliminary Design

continued

A summary of the estimated costs for the netting alternative is included in Appendix G. The

analysis showed that inline netting was the most cost effective option with a total construction and

present worth O&M cost of$1,120,100. A plan showing the location and configuration of the

recommended inline netting facility is shown on Plate 4.2-34. The City must evaluate the extend

ofexisting easements in order to determine whether or not additional easements on Parcel #1-120

would be required for the recommended facilities.

CS0035

CSO 035 discharges to the Arthur Kill southeast of the intersection of Third Avenue and South

First Street. Flow is regulated through the regulator immediately adjacent to the street intersection

and is discharged through a 60" overflow to the Arthur Kill. The design flow of CSO 035 is 100

MGD. The cost estimate for netting facilities for CSO 035 is included inAppendix G. The netting

and mechanical screening alternatives were reviewed in order to determine the most cost effective

option. The estimated construction and present worth O&M cost of the netting facility is

$1,100,100. A plan showing the recommended configuration and location of the inline netting

facility is shown on Plate 4.2-35. It would be necessary to.evaluate the extend of existing

easements on Parcel #2-857. It would also be necessary to determine the extent ofavailable access

to the proposed netting facility in order to determine whether additional easements and access for

future maintenance may be required.

CS0036

Regulator 036 is located near the intersection of Pingry Place, North Broad Street and Salem

Avenue. The regulator discharges flows from the 45" X 67.5" brick sewer through a 42" relief

sewer and ultimately to a 90" relief sewer. The design flow for CSO 036 is 115 MGD. A cost

summary of the netting facility for CSO 036 is included in Appendix G. The netting facilities are

estimated to have a total construction and present worth O&M cost of$1,100,100.
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Module Number

CSONumber

Module Type

Inspection Date

Location

Description

Connections

Chambers
(internal dimensions)

Observations

CITY OF ELIZABETH
CSO SolidslFloatables Control Facilities

Module Inspection Report

R-022

Primary CSO 022 - Discharges to the Elizabeth River Flume

Regulator - Non-Mechanical (Weir)

August 15, 1998

In South Street near Fourth Avenue and South Spring Street

The weir is located in a brick manhole chamber on the 4' x 6' brick
combined sewer line. Dry weather flow is intercepted from this
manhole through a 15" tile pipe to a manhole to the southwest. Wet
weather flow overtops a weir into a 4' x 6' brick outfall.

48"W x 72"H brick combined sewer influent line
15"0 tile effluent interceptor line
48"W x 72"H brick outfall effluent

Weir chamber- R022 circular brick wi 36"0 MH

The interior of the structure was observed to be in fairly good overall
condition. No manhole steps were observed.

N:\ENG\271003\CSO_lNSP\REGULATE\R-022.WPD
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Module Number

CSONumber

Module Type

Inspection Date

Location

Description

Connections

Chambers
(internal dimensions)

Observations

CITY OF ELIZABETH
CSO SolidslFloatables Control Facilities

Module Inspection Report

R-035

Primary CSO 035 - Discharges to the Elizabeth River

Regulator - Mechanic~l (Float & Regulator Gate)

May 28, 1998

On the side of South First Avenue across from Third Avenue

The module is an "L" shaped subsurface concrete chamber with
approximate overall dimensions of22' x 19'. Dry weather flows pass
from the diversion chamber to the regulator chamber through a tapered
concrete channel. In the regulator chamber a float controlled shutter
gate is intended to prevent wet weather flows from passing to the
interceptor. During wet weather flow periods, the flow level must rise
above the diversion berm to pass through the outfall pipe. An
emergency overflow weir chamber is located downstream along the
outfall line, between the regulator module and the sluice gate chamber.

41 "0 gunited brickinfluent line
15 II0 reinforced concrete interceptor line
54"0 gunited reinforced concrete outfall line

Diversion chamber - R035-1 (7'-9" x 8'-6") wI 24"0 MH
Regulator chamber - R035-2 (6' x 11 '-1 ") wi 30"0 MH
Emergency overflow weir chamber - R035-3A (7'-7" x 5') wi 32"0 MH
Sluice gate chamber - R035-3B (7'-1 11 x 4') wi iron vault doors

Approximately 16" of sediment & grease was observed in the diversion
and regulator chambers. The float and shutter gate mechanism are in
poor condition and appear to be frozen in the open position, allowing
wet weather flows to enter the interceptor sewer. The emergency
overflow weir chamber and sluice gate chamber were observed to be in
excellent condition.

N:\ENG\271 003\CSO_INSP\REGULATE\R-03 5.WPD
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Module Number

Module Type

Inspection Date

Location

Description

Connections

Chambers
(internal dimensions)

Page 1 of 2

CITY OF ELIZABETH
CSO SolidslFloatables Control Facilities

Module Inspection Report

S-014

Storage (in-line, returned gravity diversion)

June 16, 1998

Within the cartway of Third Avenue just north of South First Street.
The control cabinets are located within the western sidewalk area of
Third Avenue.

The module is a rectangular concrete chamber with approximate
overall exterior dimensions of 19' x 18' with a 44" x 112" flap gate
which has been constructed in-line with the existing combined sewer
line. The module receives combined flows from Flushing Module No.
12, which is located to the north along Third Avenue near Florida
Street. Dry weather flows are routed from the influent line through a
concrete diversion channel which is then piped through the equipment
chamber in a cast/ductile iron pipe. A knife gate within the equipment
chamber isolates flow to the diversion line. Flow through the diversion
line is controlled by a hydrobrake/vortex valve located in a manhole
adjacent to the module. From the diversion manhole, the flow is
returned to the module downstream ofthe flap gate. Large stonn flows
are passed through the module to the downstream combined sewer. A
regulator just outside the cartway of South First Street at Third Avenue
diverts flows to either the Easterly Interceptor or the Elizabeth River.

± 44"0 brick influent line (gunited)
18"0 iron diversion line
± 44"0 brick effluent line (gunited)

Diversion chamber - S014-1 (7' x 8'-8") wi 42"0 MH
Flap gate chamber - S014-2 (10'-4" x 8'-8") wi 30"0MH
Equipment chamber - S014-3 ( 17'-4" x 6') wi 42"0 MH

N:\ENG\271003\CSO_INSP\STORAGE\S-14.WPD



Module Number

Observations

Page 2 of 2

CITY OF ELIZABETH
CSO SolidslFloatables Control Facilities

Module Inspection Report

8-014

The module structure and flap gate components appear to be in good
overall condition, given the limited inspection perfonned. A limited
inspection of the module was perfonned as the air monitor alarm
sounded. The monitor indicated· a Lower Explosive Level (LEL) of
103% and an Oxygen (02) level of 19.2%. Explosives must be less
than 10% LEL and O2 must be between 19.5% and 23.5% for entry. It
should be noted that the module is adjacent to a chemical company and
was the only inspection location where the air monitor alarm sounded.
The equipment chamber was observed to be filled with 10' ofwater and
the chamber ladder was damaged. Based on the sustained
submergence in water, it is questionable if any of the equipment would
be operable if the chamber was dewatered. At the time of inspection,
the flap gate was in the open position, thus the non-functioning unit
would not have any negative impact on the system, other than not
storing wet wether flows in the upstream line and diverting dry weather
flows as originally designed. The depth of flow through the flap gate
chamber was over 2' at the time ofinspection and evidence of
surcharging to the top of the chamber was observed. The control
cabinets where reportedly damaged by tractor trailers making right
turns from South First Street onto Third Avenue. As with all ofthe
storage modules, the unit reportedly does not communicate with the
Trenton Avenue Pump Station as originally designed.

N:\ENG\271003\CSO_INSP\STORAGE\S-14.WPD
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27 Bleeker Street
OVERFLOW Millburn. New Jersey 07041
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July 6, 1984

, .,izabethtowlI,lIas COMPANY
~ • A NATIONA.t. UTILITItES & INDUSTRIES COMPANY

~LltABETHTOWN PLAZA • ELIZABETH. NEW JERSEY 07207 • (201) 289-5000

ONE BROWN AVENUE, ISELIN, NEW JERSEY 08830-9990 "fJW.,
\.}fi (\.~.

-', ;V ~
". lll'O'O~\'

ei')~

~~.{~'1W'
.J\I(~.. '

Dr. Marwan M. Sadat, P.E.
Director, Division of Waste Management
Department of Environmental Protection
32 E. Hanover Street
eN' 028
Trenton, NJ 08625

Dear Dr. Sadat:

The attached information is provided to you in response
to your information request dated Fe'br,:i"ary 29" 1984. The
response covers six sites; two in Elizabeth, and one each in
Rahway, Perth Amboy, .Flemington and Newton. We have kept the
numbering of the questions as they appeared on your original
letter.

On-site data only exists for the Erie Street Plant in
Elizabeth in the form of soil boring data from studies done
for structures which were subsequently installed. This data
has been included.

In the section on Ground and Surface Water Use, the
questions have been answered to the best of our ability, how­
ever, the underlying aquifer in use may be so deep that it
may not be an aquifer of concern. Your questions did not
address this differentiation of aquifers and aquifers of
concern, and we trust your department has the expertise in
regional geology to fairly interpret the data provided.

If you have any questions please contact me at 201/289-5000,
Ext. 168.

BJA/bl
Attach.

Respectfully submitted,

Barbara A enbu~7 ~~~
project Manager (bl '\

~1'
D

.~ "/ I (] 'f
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NJ DEP INFORMATION REOUEST

ERIE STREET PLANT

I. SITE BACKGROUND

1. Location: 3rd Ave. at Florida St., Elizabeth
Map attached.

2. Site Description:

a. See sketch.

b. Buildings and tanks are as indicated on sketch
in 2.a. The entire property is secured with
chain link fence and 24 hour guard. The yard
is mostly covered by crushed stone and fill.

3. History of Ownership and Use:

a. Elizabethtown Gas Co. has owned the property since
1857. Gas was manufactured until 1952 on a daily
basis. From 1952 until 1911 gas was only manufac­
tured on the coldest winter days when it was needed
to help meet demand. The manufacturing plant and
most of the buildings were removed in 1978. The
remaining structures include two large vacant brick
buildings which are used for gas mixing and dis­
tribution operations (including propane/air and LNG),
three buildings which are used for part of the
operations function and for the gas dispatching control
center, a water pump house for the fire protection
system, a water storage tank, two gas holders, a
battery of propane storage tanks and a liquified
natural gas storage tank, and an unused oil tank.

b. Although actual waste handling practices at the plant
are largely unknown, areas of the yard were designated
for waste storage. Concrete bins were used to .
separate and store tars and other oils were kept in
above ground tanks. In the early days of the plant's
operation (prior to 1920's) tars were removed by rail
car and sold to asphalt companies and a refinery.
Tars were later sold and transported off-site by
truck.

c. ~mterials which were not marketable, such as poor
quality tars which were recovered from the machinery
when it was cleaned and oils which were pumped out
of the mains in a mixture of water, were probably
deposited on the site. There is evidence of these
products in the center of the property where the
coal and coke piles were. It was thought that coal
and coke would act as a filter on these waste materials.
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NJ DEP INFORMATl A REQUEST - ERIE ST. PLAN~
page 2

3. d. Since the material is buried and underlain by a
layer of relatively impermeable clay, no remedial
action has been taken other than filtration of
stormwater run-off.

e. On April 17, 1984 a citation was issued for· a
violation of" 33USCl16l during the start up test
for a new fire protection system at the plant.

4. It is expected that future use of the site will be the
same as present use.

II. SITE CHARACTERISTICS

A. Land Use:

1. The site is situated in an area with mixed urbani
industrial/commercial land use. Northeast of the
site, across 3rd Avenue, there is a residential area.
Tofue southeast is a highly industrialized area
including a truck terminal and chemical storage yards.
ConRail and the Turnpike border the property on the
northwest and the Elizabeth River runs southwest of
the property. The Arthur Kill is within a mile of
the site.

2. The average population density within a 2 mile radius
of the plant is approximately 7,000 people per square
mile.

3. The site is secured by 8 foot chain link fencinq
topped with barbed wire. A guard is on duty 24-hours
a day and plant personnel monitor a closed circuit
television scan of the plant main entrance.

B. Site Terrain:

1. Average slope of the site is less than 2%. See
topographic map.

2. The nearest downslope surface water is the Elizabeth
River. At this location there is significant tidal
influence on the river. It joins the Arthur Kill
within a mile of the site and there.is no known use
of this body of water for other than shipping.

3. The terrain slopes slightly toward the river, however
the Corps of Engineers has built a 12-15 foot high
embankment between the river and the site.
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NJ DEP INFORMA~ ~ REQUEST - ERIE ST. PLAN1
Page 3

4. The site ranges from 6 to 12 feet above sea level.
Adjacent properties are at the same general elevations
with the exception of the Turnpike and ConRail which
are much higher.

C. Ground and Surface Water Use

1. There are no known uses of the aquifer underlying
the site within a three mile radius. Our search did
not indicate any well records~

2. There are no known potable wells within 3 miles of
the site.

3~ There are no water-supply wells within 3 miles of
the site.

4. Uses of surface water within 3 miles of the site
are restricted to shipping.

5. There are no surface water supply intakes within 3
miles downstream of the site.

D. Site Contamination

a. See boring data.
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c.;eorge G.~ •. P.E.
Acting Director

&tatr I1f Nfl" JrrStg
DEPARTMENT OF ENVIRONMENTAL PROTECTION

DIVISION OF WATER RESOURCES
eN 029

TRENTON, NEW JERSEY 01125

Water Quality Management
DIRK C. HOfMAN. ".E.
DEPUTY DI ..ECTO"

1

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Barbara Altenburg
Elizabethtown Gas Company
One Brown Plaza
Iselin, NJ 08830-9990-

JUl J \ ,g~6

Re: Issuance of Emergency New Jersey Pollutant Discharge
Elimination System (NJPDES) Discharge to Ground Water (DGW)
Permit NJ0063746.

Dear Ms. Altenburg:

Attached is an emergency New Jersey Pollutant Discharge
Elimination System (NJPDES) permit that has been issued pursuant
to N.J.A.C. 7:14A-l et seq. This NJPDES per.mit is issued under
the authority of the New Jersey Water Pollution control Act and
upon issuance of the permit shall supersede any previously
existing ground water monitoring requirements that the above
named facility may have implemented. .

Please be aware of the following provisions of this permit:

1) This permit is effective for ninety days. Discharge for the
pump test is limited to three consecutive calender days within
the ninety day period. Continuation of the pump test beyond
three days or for more than 25,000 gallons requires the
reissuance of the permit. The Department shall be notified of
the exact dates of the pumping at least one week before the start
of the pump test.

2) Any existing wells must be certified by a licensed New Jersey
Professional Engineer, a duly authorized representative, or an
executive officer, and must be surveyed by a licensed New Jersey
Land Surveyor. If the construction details or location are
unknown or cannot be determined, then a new well must be drilled.
Certifications (Enclosed For.ms A and B) to the location and
construction of the monitoring wells shall be submitted within 60
days of the effective date of the permit. Failure to submit the
these certification forms will result in the invalidation of the

BBA000002
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ground water monitoring data and will be deemed noncompliance
with the permit.

3) New Jersey State well permits shall be obtained for all new
wells and any existing wells tbat were arilled without valid well
permits. ..

4) Samples must be analyzed by a New Jersey Certified laboratory
at the frequency and for the parameters specified in the permit.

5) Data must be submitted on the enclosed state forms. Data
which is not submitted on the state forms does not meet the
reporting requirements of this permit. Data submitted for water
analysis from uncertified wells is likewise unacceptable and does
not fulfill the reporting requirements of the permit.

6) Please be advised that failure to meet the conditions of the
permit can result in the imposition of substantial
administrative, civil, and criminal penalties.

The appearance of the public notice in the newspapers marks .the
commencement of the mandatory 30-day public comment period
required by Section 8.1 of the NJPDES regulations. During this
time frame, both the permittee and concerned citizens may offer
comments regarding the terms and conditions of this permit. All
comments must be submitted within the appropriate time frame and
in writing to:

Administrator
NJDEP Division of Water Resources
Water Quality Management Element
CN-029
Trenton, New Jersey 08625

If you have any questions regarding this permit, please contact
Stephen J. Urbanik at the Land Application of Wastewater Section
of the Bureau of Ground Water Quality Management at (609)
292-0424. r y yours,

Robert Be~hief
Bureau of Ground Water
Quality Management

WQM204

Enclosures



Name and Address of Owner
Elizabethtown Gas Company
One Brown Plaza
Iselin, NJ 08830-9990

PERMIT

Location of Activity/Facility
Third Avenue &Florida Street
Lot No. 1381, Block No.5
Elizabeth, NJ 07206

STATE OF NEW JERSEY
DEPARTMENT OF ENVIRONME!Io'TAt PROTECTION

CN402
Trenton, N.J. 08625

Name and Address of' Applicant
Elizabethtown Gas Company
One Brown Plaza
Iselin, NJ 08830-9990

IuuiDg Division Type of Permit Statute(s) • • •• Application No.
58:10A-1 et seq.

--- NJ#0063746
This permit grants pennission to:

Perform a one-to-two hour aquifer pump test in which four (out of 10 total) ground water
monitoring wells will be pumped at a rate of between ten-to-fifteen gallons per minute (between
2400-to-7200 gallons total) and recharged to the ground at the well sites over a one-to-two

l day period. Well sites shall be diked to prevent surface water discharge.

This permit does not allow for discharge to surface water, storm sewer, or indirect discharge
to a sewerage authority treatment works.

Ground water Quality will be monitored according to the general and specific conditions of the
permit.

ApproyecJ by the Department of Environmental Protection .

~;:;;;:~-::::'~~~~~~R,
WATER QUALITY MANAGEMENT

bAtt

(GENERAL OONDmONS ARE ON THE REVERSE SIDE.)

Ferm DEP.(107 l8I831



New Jersey Department of Environmental Protection
Division of Water Resources

Bureau of Ground Water Quality Management
CN-029

Trenton, New Jersey 08625
(609) 292-0424

Public Notice

NOTICE: ISSUANCE OF EMERGENCY NJPDES!DGW PERMIT NJ0063746.

is the
brought

Notice is hereby given that the New Jersey Department of
Environmental Protection intends to issue to:

The Elizabethtown Gas Company
Third Avenue and Florida street

Elizabeth

an Emergency New Jersey Pollutant Discharge Elimination System
(NJPDES) Permit to discharge to ground water of the state of New
Jersey.

The facility is a propane, liquified natural gas (LNG), and
natural gas storage and transfer facility. This emergency permit
is being issued to allow for the temporary pumping and
infiltration of ground water for a pump test to evaluate the
characteristics of the local aquifer.

For an existing facility, issuance of the NJPDES permit
enforcement mechanism by which pollutant discharges are
into compliance with standards.

This notice is being given to inform the public that NJDEP has
prepared an emergency NJPDES permit. This emergency permit
contains conditions necessary to implement the provisions of the
"Requlations Concerning the New Jersey Pollutant Discharge
Elimination Systemn (N.J.A.C. 7:14A-l et !!S.l, which were
promulgated pursuant to the authority of the New Jersey ·Water
Pollution Control Act" (N.J.S.A. 58:10A-1 ~ seq.).

The emergency permit prepared by NJDEP is based on the
administrative record which is on file at the offices of the
NJDEP, Division of Water Resources, located at 1474 Prospect
Street in the Township of Ewing, Mercer County, New Jersey. It
is available for inspection, by appointment, between 8:30 A.M.
and 4:00 P.M., Monday through Friday. Appointments for
inspection may be scheduled by calling (609) 984-4428.

Interested persons may submit written comments on the emergency
permit to the Administrator, Water Quality Management, at the



address cited above. All comments shall be submitted within 30
days of the date of this pUblic notice. All persons, including
applicants, who believe that any condition of this emergency
permit is inappropriate or that the Department's decision to
issue this emergency permit is inappropriate, must raise all
reasonably ascertainable issues and submit all reasonably
available arguments and factual grounds supporting their
position, including all supporting material, by the close of the
public comment period. All comments submitted by interested
persons in response to this notice, within the time limit, will
be considered by the NJDEP with respect to the permit. The
Department will respond to all significant and timely comments.
The applicant and each person who has submitted written comments
will receive notice of NJDEP's response.

Any interested person may request in writing that NJDEP hold a
nonadversarial public hearing on the emergency permit. This
request shall state the nature of the issues to be raised in the
proposed hearing and shall be submitted within 30 days of the
date of this public notice to the Administrator, Water Quality
Management at the address cited above. A public hearing will be
conducted whenever the NJDEP determines that there is a
significant degree of public interest in the permit decision. If
a public hearing is held, the public comment period in this
notice shall automatically be extended to the close of the public
hearing.

Arnold Schiffman
Administrator
Water Quality Management



FACT SHEET
FOR THE NJPDES PERMIT TO DISCHARGE

INTO THE GROUND WATERS OF THE STATE

Name and Address of Applicant:

Elizabethtown Gas Company
One Brown Plaza
Iselin, NJ 08830-9990

Name and Address of Facility Where Discharge Occurs:

Elizabethtown Gas Company
Third Avenue and Florida Street
Lot No. 1381, Block No.5
Elizabeth, NJ 07206

Receiving Water:

Ground Waters of the State.
Triassic Brunswick Formation.

The site is underlain by the

Description of Facility:

The site is a propane, liquified natural gas (LNG), and natural
gas storage and transfer (rail, truck, and pipeline) facility.
Aquifer testing will be performed by utilizing four of ten
monitoring wells. Water will be recharged by infiltration
through diked areas of the crushed stone surface. All wells at
the site will be sampled for base/neutral compounds, volatile
organic compounds, cyanide, chromium, lead, and petroleum
hydrocarbons before the test.

Permit Conditions:

According to the attached General and Specific Conditions.
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,. Checklist
Page 1 of 1
Permit No. NJ0063746

CHEaLIST OF PARTS AND MODOLES ClJlPJUSDlG 'l'HIS HJPD!S PERMIT

l. Cover Page

3. Part I (General Conditions for All NJPDES Discharge Permits)

4. Part 11 - Additional General Conditions for tbe types of NJPDES Permits cbeck~ U follows:

_ Part II - A lltunicipal/Sanit4ry)

_ Put II - B/C lIndustrlal/COIbIerclal/Tbenal)

_ Part II - L (SIU)

Part II - IWKF (Industrial ~aste Management facility)

Part II - tlGW Specify tJPe(s) : _

5. Part III - Effluent LlIlil&t1ons aDd Honitorinq Requireaenlll

Part III - I.

_ Part III - B/~

Part 111 - L

_X_ Part III - DGW Specify tn>e(s}: Ground Water Monitoring

Requirements

6. Part IV - Special Conm.Uons

Part. IV - A

Part IV - BIC

Part IV • L

Part IV - I1I5f

X Part IV - DGIi
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Page 1 of If

STATt or Ja1o; JERSEY
DtFAA'n'IOO or DI\'IJlONM!).":'At PRO"%EC'IIQt;

DIVISION or WATDI RESOOJCts

G~L CC»oT:110NS Fel< A:'L NJPDE5 tlISCIWlGE PDHITS

A. Tbe peralttee sball t'01;"1)' with all COfJ~It10fll of this Nev -'erNY Pollutant D15dlarCJe
EUIf.lnaUor Systet {NJPDml per-.1t. No pollutaZll sball be dlaebarved ItOre frequently Ular.
autbor1&e~ or It a level 1Zl DcelS of t.bet vhich Is a\ltborll~ b, tbe perwit. Tbt dUt'barqe of
aIly polluter.t DOt ~c;1flcally aulhori&e6 Se the NJPDts penit or Usted aIId quanUUetl it. t.ft
NJPOES appl1eaUon shall cocaaUtute a vl01at1otl of tbe penlt, UDless tbe pen-1Uee CAll prove by
clear an6 convlnelllg evidence t.bet tbe d1scbarqe of tbe unlutborl&ed pollutaDt 41~ DOt result
free IDY of the peraltt.. 's actlvltles Which contribute to lbe ~ratlOD of its "asteweters.
~y per-It Iloncompllaoce cODstltutel • violatlon of tbe Mev JerleY water Pollution Control Act
Ui.J.S.A. ~8:10A-l !!: !!5.: berelDafter ref.rre~ to as the State At'll or oUler aut.borlty of t.be
NJPDts requlat1or.& (N.J.A.C. 7:161.-1 !! .!!i.) and ls vro\lnds for nforeeMtlt at'lion: for pena1l
ter-lnatioe, rev0C8l1or. Ul~ relsS\&Clce, or aod1f1caUoDr or for deial of apenlt ftMVel
ap~Heal1or..

B. A pen:1ttee shall aot acbleve ally effluent coZlceDtnt1on by CUlUl1OD. Mor sball • pel"ltlttH
iDerease the use of prOOfSs water or ooolln~ vater or otberw11e atteapt to dilute a dlscbarge as
a partlal or cae~let. substitute for a&equate lreatDer.t to 1Cb1wve pe~1t 11-.1tatloas or vater
quality stan~ard5.

c. ns. pe~1t tee .hal 1 co.ply vl tt. appl1c:atle effluent stlZlCSArds or probUl111or.. est.Clllsbe~ WIder
&ect10tl le:O; la~ of the ·Fe~ral Water rollullon Control Aet" CPL 92-500 !l !S.; bere1nafter
referre~ te as the Federel Act) L~~ Sectlor. • of tbe State Act fOf toxic pollut&r.t& vltt1r. the
U_ pro\·1~el.'l ln the regulaUons that estal: Hsh tben stUlesarOS or proh1lllUcr:s, ever. 1! tM
pent1l bas Ilot yet been .O~1f1K to incorporate tbe requlremer.t.

D. The State Act provides that any persor. vbo Violates a pe~1l ccnd1Uor. .laplemenUn; the State
Act Is S\&!lject. to • c.hU peZlalty ru~t to .x~ nO,DOC per cs.y of Rcb vio1aUen. l3Iy persor.
wbe willfully ~ Dtql1~e~tJy vlolates pe~1t eon~lt10ns 1.pleaeDtlD~ \he State At't 11 subject to
• UM of not less thlllT. S2,!IOC Dor .ere than $25,000 per cs.)" of YlolaUOIl, or by lapUlOIIMnt
for Dot .ore thar. 1 year, or both.

E. !he pe~ltlH 11 l'eq\llrK to caply willi all otber applicable fellenl, state ud loeal rules,
ftqUlaUoDS, or ordltllDC*s. The iasuUlc:e of tbis pen:lt .ball DOt be ClO1ls1lSer.cs as a .aiver of
a01 otber requl~ts.

2. Perslt ~F1r.tlon

!'b1S perw.1l an4 tbe autboUUUoo to cUscbarve eal1 expire at aldnl;bt OD tile aplraUOD date of t!Ie
perllit. file persUtH aban DOt. eslc:bU;e after tbe abo.. date of aplrat10n of tbe penlt.

A. Duty to "aPRly. If U1e pemlttee wllbes to conUll\le as) actiVity n9Qlated by a IUPDtS perwlt
after the .piraUon date of tbe pers1t, tbe penlttee sball applJ tor en4 abtall'l a Ilew perait.
(If the ecUvu, Is to be eoJlUIN.cs, the penlttee llball ClClIlplete, lip, Sfle IlUbmt Slac:tI
illfonaaUCISI, fOlU, aud fNs as are required by the DepartMllt 110 later Ulan 180 deJl befON tile
expuaUOSl date.) tbe pera1tlee pall fol1~ Ute nqulrUlt1)U Sbted 111 J!lraqrapb 12.". VbetI
al9ft1DQ IDY ~lSClt101l.



Part]
Pelle :I of 1~..

r J 1 «

5. Cor.tlnuat1er of Exr1r1r5 Pfrz~t!

tIl The eoncH1or.s o! ar exp1re~ per7.1t are c:oortlnl,leO lr. force pursuar.t to U,e "A~lr.lstnth·e

Proctoeure Act:' l\1.J.S.A. ~2:14P-'l, ~l1tll lhp t'fft'ctlve dele of a new penH 11:

a. Tbe perm1ttpe bas subr.ltte~ a ti.ely .nO co~~lete appllcatlon for renewal .. provSded
I'll Sections ;.l &fle 13.2 O5lO) (4.4 IWFi 1~.8 tlIC) enO Subchapter 10 of tbe NJPDts
Requlatlorsj ~~e

b. !he Depart~e~t througt no faull of th~ Ptra1llee, doel Dol lssue a ftew perw,il wltb an
eff~t1Ye Olte ~Oer section 8.6 of the NJPDts ~e~lallonl on or before the explrallor.
datt' of lhp (:.1I!'V1OU5 penH le.g., wher. issuancp 15 iapractlea1>le dve to tiae or
re50urce eO~5tra1r.t~~.

(2) ~rmlts cor.tlnue~ unOer thls SpelloD r.-alr. full~ effective and enforceable.

(3) Enforce..nt. When lhe pe~lttee 11 Dot 1n cospliaree wlth tbe condltlons of tbe expirlng
or eX.1reO perr.1t the Departae~t aay Cbocse to do sr.y or all of the follow1n~:

t. ]ssue I notlee of lnler:t to ~nr tbe rlt'v pe~1t Yl\CSer 5eeUol' 8.1 of lhe NJJlt'ES
Jleq-ulat1or.s. !! the pen:1t 15 "'nleO, the ovner or operator would tben be reqt.:1red to
ceaSE t~e actlv:tle! aulbcrlzed by the eontlnuee pera1l or be subjecl to enforceDenl
aellon for o~erat1n; v1tboul a per:il;

c. Issue a ne~ ~ri::a Uf':~er Sutlct'.a;iten 7 en~ 8 of the NJpt)ES Jle~laU«ls vJ th
app:o~r1Dte con~llionsi or

~. Take other actlor.s a~thorlie~ by the NJPDts ~equl'llons or the Slale Act.

A. It .hall nel tie a deferse for a pe!?'1ltee 1n ar. enforeD.r.t Ilctlon that U .oul~ bave been
"Keual")' to bllll or relSue~ t.he pt'rIl1lt.elS aCllvit)' in order t.o .a1"taln eoIlPlluce with the
eon~ll10ns of tb1s per£ll.

e. Opor. recJctlor., loss, or f'11~re of the lrealstr.t f'Ci11t~, the peralltee shall, te the ext.~t

"ecessary to Illaintalr. eor::;lian~ wHh Us pena, control prolSuct1or, or d1sdluqes or both UJlt11
t.he facUlty 11 restore~ to U. pe:1lilUed Ualts or an allerTIlUve aetbod of Uea~Cll is
prov1de~. ThiS requlreme~t a.,.,11e5, for Itxuple, wben the pr1..ry source of power of tbe
t.re.taent facllity falls or 1s reduced or lost.

4. ~ty to Mltlvate

Tbe penUlte. shall take all nuollebb .teps t.o alnU,lle ('I' correCl lIfly aelverse ll1pac:t em the
env1ron.ent result.lr.~ frca nODCOft;llaneP vlth thls pe~it, lncluCS1ftg but DOt l1.Sled to .ecel.rate~

IndIoI' addlt.lonll t.ypes of sonltorin;, lea;orlry repalr. or olblr .ltl0~l1Dg "llur~s.

A. The pemlttee sh.all It .11 U•• u1ntlln 1ft IJCcKI verklng order tlIld operlte as .fUclenU, as
poslUlle 8n treat.nnt worlls, fIC111U•• , anCS QSt...s of treatMnt aDd COIItnl (anlS related
appurtenancl!51 for colleetJon &rJ1S lre.t.ltent vblc:h In In,laUelS or UHf lly the pel"lllltt.ee for
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~aler pc1)~tlo~ cor.tro~ en~ ab8te~tt to 8c~~eve, coKr l1ance v1t~ the terES an~ coneltlons of tbe
pe~1t. PrOPPI operat1or. .n~ aalntellll.nce ll1clu~s but Is not 111llted to effective perfo~
base~ or ~s1qne~ facll1ty rem~vals, a~ate fun~1n9, effective aeD.~Dt, adequate aperator
ataff1n~ aD~ tr.1nln~ an~ ae~qU.le laboratory ane procels controls lneludln; approprlate quality
assurance proeeeurel as 4escr1b~ tn 60 C~ Part 1!6 and appllcAble Stete Lay and regulations.
All penlal"S vbe operate a treauent "00.1, ncert for sanltan° IllldU Us and land appUc.UOD
of sludge or leptage. ~5t sallsfy lbe 11cens1n; requlr.~nts of the aLleensin; of Operators of
Ilast~.ter AIld Water Systellls" N.J.S.". ~B:11-64 !!.!!S0 or other IPPl1c:able la". Ttlls paragraph
'~lres the operatl0n of beck-up or auxll1ary faclllties or similar systems When ~ssary to
act.leve C=CllIlrlhnce "ilh the con~1tlons of ttle pet1llH or wbere requlre~ b)' appl1cltle la" or
reql:latlor..

II. faCilities OPerelJor. and ~rator CerUf1cal1or.. Tbe operaUon of lilY t.reatmerot works shall be
1I1I"er tM supenll1or. of ar. operator or. the Hrst ~a~' of operaUOEl of t.M t.reatHr.l works arlO
conUnuaUy tbereafter 1n accordaDce with para;raph 5." abOve. '!'he operator ehall ..t the
requlre-enls of the Deperl..nt of Er.vlron.enla~ Proteelton of the Stete of Nev Jersey purauant
to the prov1sior,s of ~.:.S.A. 58:11-64!1!!S an~ ~n6aents thereto. fbe n~ of ltle propo~

operator sta 11 be s\ltl;.a ted to th1s DeparUle::l 1n order tbal bis qualH laUon! Ny be

~eter=lne~ pr10r lo lr.1lltatin; operat1or. of the propose~ lreat8ent works.

E. hnr1t Act10cs

A. 'nlls pe~1t uy bt' lIIo~1fl~, :suspe~deC!, re\'oke~ ant! relssue~, or tetT.lnateC! fer cause. 'nle
f111n; of • re~uest by the pers:tteto {or .. permit ~~1flcat10~, revocltlor. an~ ,elss~ance, or
te~ln.llor, or a Dot1flc=atlor. cf pl~ne~ ch.~;es or antl~ipatee lIon~11anOf, does bot .tay
~r.y parelt con~1t1on.

E. Causes for WlOe1t1c=el1oc, revoc:et1or. an~ re1SSIlll.nce, ane auapens1ot1 are set fortt. Sn N.J.".C.
7:14A·2.l2 !! !!S.

c. The fol1ovlc; are cause~ {or ter:inltln~ cr aoelfylr.; .. permil d~rln; lts ter-., or fOI deryin; I

peTT1t renewal a~~l1catlor.:

III NoncoB~11ance by the perm1ttet' wlth aroy co~ellior. of tbe permil;

12l Fa11ure to pay 'Pll1cat1e fees (~.J.A.C. 7:14"-1.81, Includ1cV t.he annual N~ts pe~st f ..
wh1 cb. bas beer: a5 !Suse~ tly lbe Nev Jersey DepartHnt of Environ.ntal Protecl1cm (IOJDEP,
bere1nafter referre4 to as the DepartHrtli

(3) The pemlttH's reUure ill t.1Ie application or Ourinv tbe pera1t luuanee process of a
National Pollutant OS-charv- tUmlneUon Systell INPCESl, D1sebarge Alloc:aUon Certif1cat~

lDAC1, NJPDES, Trealaent Works Approval (TWA) or Co1Ist~ct ud Operate pen1t lc CS1sclose
fully all relevanl facts, or the pe~ltt..·s alsrepresentatier. of any perm1t condillon;

14} A detenlnaUor. Ullt the ptrl'.ltte4 act1\l1ty en15&rlc;lus buller.•enh or tM enVlronMtlt arld
car. only be rq\llated to acceplable lne1s by pezw1t .cMS1UQUon or tefll1naUoni

151 llbefl there ls a ctoen;e tn any CClIIGlUon tbat r~lrt' eU.ber a tellPOrary or a pezauent
P'OucUcm or elllllll.tiOIl of UJ' Clladlar;. COtllrolled by the pena1t Ifor e.uple, plant
closllJ'e cr len1naUor. of d1sc:barve by connection t.o a DoNsUc " ••WGt Works nmu;

(6) me IIonconfor-ance of lb. C11schuge wltt: any applicable faclUty, basin or areavide plans:
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Iii H suet: pentll 1S lr.ccr.s1(;t~r.t wlth U1~' ~I:l~' prOll!".:lt;ete~ e!f1\1e::t l1lD1t.~10r., PIB~l,

rliUla~1on, stltut.e, or otb~r appl1catJr stele or fe~erel le"; or

(SI It a t.oXle eHlu~r.t stBl'ldarC: or prohll'll1or: Is Ista1:l1sbe<l PUU\llZlt to ~11 Jersey Water
Pollutlon Control Act ~.J.S.A. 58:101.-1 !! !!S' or the requlatlons edopt~ pursuant to It,
for a to.1c pollutant vtlch Is present Ir. the d15cher91, and such 15 ~re strlnqert tbar.
ary l1K1tat1or fer suet. pollutant in thls peralt, tt.ls peralt shall be revlsed or ~lfled
In accordance val. tr.e toxic eUJ\ler.l .tandllT~ or prohll-lt1on anC Uw penltlee so not1f1~

of tbe revislor or ~d~flCatler. and dete of reql:lre~ coB;llanee.

7, Prof!:rt" R~!j'hs, Li~llHy, anc! (In:er Levs

A. This per:~t ~oes not convey an~ property rlQtlS of any lort or ar.y exclusive prlvlle;es.

f. Jloth1r.~ ir th15 penH shall be e~d to precluM the lr.~t1tul1Otl of ar.r le;ll acUer. nor
relieve tbe ~f1IIlttlf !ro~ any respnr.s1~11ltl'5 or per.lltl.~ to whlch the peraltt~ is or aey be
.~:ect to under ar.y federel, state or local lav or re~latlon.

C. Nott.1r.; 1n thlS per:lt shel: ~e construee: to exe=;t the pentlttee fr~ complying with the rules,
re~:i1t1or.s, pellCles, ar:C:, cr lavs l~;ed In In)' IgenC)' or Sul:lC~l\'ls1or. lr. th1s State ha,'1nc;
le;el j~rls~ictior.

A. The ~.tI'.1 ttf'( shll: furr.ist. tCl the Il1 tRC tor , 01"'ls10r. of WltE'r hsource!, tlJDEP, (hereinafter
referree: t.o as tbe 01uctorl,val.lT I reasoru 1e U., &r.)' 1r.fot1llltion wh1ch the Dlrector lIey
re~est to ~ete~.lne Whether cause t'xlsts.for ao~1fy1nq. suspen~in;, rrvok1n; an~ relslulr.;, or
t.rrleatir.~ thlS ptrKlt, or to det.e~lne co=pllar.c~ "lth thl! perm1t. The per&lttet sbell also
furr.lst te the t1rector, \I~C~ r.quest. co;le~ of record~ reql:lred te be kept ~y th1s pe~.t.

Co ~'t.ere th~ penr,atee btoco~e~ 'li.r~ thet he he! faHed tc 1~·r1t any relevant f.ct~ lr: e pe~1t

err:1catlor., or has s~~:tte~ lr:correct In!orr.etlon lr. e ptrElt applleatlor. or lr: ar.y report to
t.he Dlrector, tht ~r~ittlf ~tell prO&;t~)' 1~~lt such facts or lr.fornatior.

9. !rSK!ctlo:: ar.e! D'try

A. The pe~1ttet shill .lle~ the Re;10na. A~ln1strator of the Ur.lt~ States EDvlr~r:tal

ProtKtlO:: J,ger.C)' (USEr/.:, the Deparunent, or Irr '\Ithorhe~ representaUvels', upon the
presentatlon of credcrt1al~ ar.e: other doc~erts IS .ay bE r~lre~ by IIV, to:

(11 Enter ypon the ppraittee's pre&lse, where a 41sehar;e source 15 or 1I1ght be loclt.~ or lr.
whleh 1I01:11torll1; .-qulpment or r..cords reliulre~ by a pelT-it lI1'e keElt, fol' PUfllOSeB of
111s~Uor., sUlpl1n;, cDP)"1n; or r!lotOQraphlr.q. Photoc:raphy shill bf' aUoweC or.l)" as
r.late~ to the dlacbar9Pi

(2) Have .ccess to and COP)', at rusoneble U_s, IUIY records that lIust ~e kept ynOer the
conditions of tbls pe~1t;

(3) In.peet, It relson&bl~ ll.es, any facilltles, equlpner:t Ilnclveln; ~nitor1n; and control
equ1p.ent I, praeUees. or operations r.9Ulate~ or nqu1nC Ynder th1S peratl anI!

ICl Sulple or aOll!tor, at reesonatle t1aes, for the purpose of ••swln; penll cor.rl1uce or at
ot.herv1se luthorhed by the State Act, any s@.tanou or pareMters at lUIy location. !'blf

ahall Include, but net be 11.ited to, tht drl111n~ or installation of .onlterln; wells for
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the purpo&f of ott.lnln~ I~~les of ;rourc wlter/ 5011 an~ v~tat10n an~ .easur1ng grOYDC
water ele~lt10ns.

~. Any refusal by the peTF.lttee/ facl11ty lan~ ownerlsl, fac111ty lessee(I), the1r agent., or an,
other perso~ls; w1th legel aulbor1ly/ to allow entry to tbe author1le~ representatives of the
NJDEP anel/or tJSIT1. shall constitute groWlds for suspens1on/ revocaUOII and/or terwlneUon of
tbis pen:i t.

C. !). aeceptar.C't' of tt'.1s penr.1t, tlIe pe~ltt" tlerelly agrees, consellts and autbor1ns the
represer.tatlves of tbe ~tp &D~or USEP1. to present a copy of thls permit to any ~nie1pal Or
stale pol1ce off1eer be\'in~ ::lur1sC1ct10I: oyer the preclses occ:\IP1ed by the peraittee in order to
1'lave aa1~ ~Hicer effectuete ecepl1anee w1th t.be r1gbt of entZ')', sbolOld tbe per701Uee at an)'
t1ae refuse to allow entn' to .aiel inspectors.

D. Ely acceptanee of th1s penH/ tbe pen.1ttH va1ves 811 r19bLS to prevent 1l1specUor.s 1:ly

autber:ze~ reyrese~tatlve£ cf tbe ~EF and/or DSEPA to eetera1ne the .xtent of c m;11e~ce w1th
any ar.~ III con~lt10r.s of th1s perm1t anC agrees not t.o, 111 an)' .anner, ...k to char9! ..1~
re~resentatlve! vith the civil or erle1n.l act of trespass vben they enter tbe prez1ses occup1eC
by the pentittee 111 accerdance witt; tbe provls10ns of th1s lutborhaUor. IS set fortb
Mu1r:above.

!be penittee 'aba:l 1n5to~1 ar.C ..lntl~~ groun~ vlter _oIl1torin; wells if r~lred ~y this perB1t at
locat1ons anC aee~r~lr.~ to SpeCiflcations provide~ by the Depar~nl. All per-1t requlre~ monltor1n;
wens sball be ir.stallK wi tbin 3C ~1)lS of tbe Ef!~t1vl Dete cf t.be ~nl1t. the lIOn1toun; veils
s~~ll prov1~1 tur~1d1ty·!ree vlte: at a ~1n1.ur rate of tvo g.~lons per a1nute or whal the forwet1or.
vl11 yielC Wit.h I. pro~:lr lnstall.~ &II~ ~velo~e 9roun~ w.ter aon1torln; well.

Whe:- a .on1tc:U:i well car.not be u$e~ for tt.. purpose of ~l, col1ecl1or. or qrO\lne vlter ley,l
••asurener.ts, thE pe~ittee aball replace the vell It his OWT. .Kpe=se v1tb1n 10 dI~~ of tbe ~is6e~

aa.p11r.; and/or ~as~r'Dent dale. Saie unuse~le well: shell be .eale~t also at the perelttee's owr.
expense. 1n .ec~rdance v1th Depart~~t vell ..a11n9 specificatlons vlthl~ the lame 3C day per10e i~

wh1c:b the vell is replaeeC. Kon1tor1r.9 weIll as reoqulre4 1Jl t.lI pera1t sbllll be COIls1~r.el as a
.on1tor1D; d,v1ce, V~1ch Ire re~1reel to be KalntllneC un~r t~" provSllons of tbl New Jersey Water
Pollut1on Control Act N.J.S.A. S8:10A-lOlf).

All .onltor1n; veIls ~ust ~e lnst.ll~ by a New Jersey 11e:tDs.~ w,ll !rl11£f. tbe elevatlon to the
DlIUest bWldredU: of a foot of the top of .ach wll cu1n; lball be .stabUsbee by a Mev .Jersey
licensee lane surveyor w1th1c 10 days of the In.tallatlon of tbe aonltorln; .ells. "~elevatlar

.st&b11sbee shall be 1n relatlon to the Nev Jersey teo6etlc control 61t~. GrOUDd water ao~itor1r;

..11. ~C all poSnt louree dllebuge. to grOUDd water aball be 10Cllted by borbontal cotltrol
Uat1tlM5e .I'l~ 10ng1tu~e: using tb1rl! order work, class II 1pel"'1f1catlor Aftd by v.rUcal contro~

Ce1e"'aUotl} uslng th1rd order vork. Witbln 30 c2a11 of t.be iutan.Uoo date of tbe aoll1tor well, tbe
penitt...ball aWlait to the Depan.-nt CUlllPl.tee -GrCNrl4 Mater lIonitorlll, ..11 Cert1t1c:.Uons •
robs A and B for .acb w,l1 requlree to be aup]~ by tM penH. 1lithsa 60 c2ay. of the Effectlve
~te of tile "l"Il1t, the pl'l"IIlittee sban -=.It to tbe o.partMnt a plot plAll of tbe facUlty abovin;
tbe IocatlOD of an lS1sdluges IIIId Ule grOW'ld water .cn1t.orJD, well 10C11tlonl. !be scale of 1M plot
plUi aball be at 1.ast one lndl equals 11ft)' 150l f..t •

....c:b growil! ..tel .cn1torJDV well caslng sban bave peZ'1lBrteIlUy trUaad to It a .cn1torlng well
DUaber to be ass1;n.d by tbe Depart..nt, .lev.t1or. of tbe top of the well casin; , elevet1or. of tbe
top of the vell ces1nv Above the groUnd leyel ArId latltude and 10Dg1tu6e of Ute aor.itorlng vell.
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A, SBr.ples ~ ~s.:nr.e:1':.E tAker. for tn PJrPoee of na-.itoring nU be repre&lll'1tative d tJ2
IIa1i~ Itl:"t. h'i t)'.

B. 'Ihe State k't pro:ides that lIrrj' penn-: Wlc fltls.i!ie!;, ~ with, or Jcnc:wingly nrde..oos
inacx\Jra,tc ~. rra:j,tori.nc; de'.·ic:e cr JIE1:1"cd RqIlll'ed to b= 1lilointained trder thU pez:mit Ihall.
upr. CD"IVit"ticr., be p.r.ishl!J:!~' II fine of. 00 JICre than $lO,OlXl per vi.olatiai, or ~~
fer rot. Il'Cre t.M.-. E rrtrr...hs per \-iolatier., or bo.l' both. 'Jhis is specifically i1Jte:lded to i1lc:lYde,
b...'"t rot be lirl'.ite15 to,~ water Ilt:rj,toring ~lls and lysiJleters.

c. "nle aa::!..ican':. shall perlODr'. all CIal)'BeS in~ v.i.th the lII'Ia1yti.cal test~
~ umer 40 ~ Part 13f·. \rh>n ro ~ed tet pl"OCEd..ln is av~le, 1:he 8Wlicant
IIUSt indicate It suitable ena.lytic:al~ am BUSt pn::r..riCle ~ DI!lpl.rtJlent with literature
references or It detailed descrip""...im of the~. '!he DepJ.rtm!:nt IIUSt IH'%CW the teSt
~~ before it i.E usee. 'lhe lal:orat.ory perfOJ:ll'oinr; tte analyses for carpli.ance v.i.th this
pem':'~ ~ be ~l'Oo.1!C m-.d,'cr Cl!rti.fiee b.l' the DepL"'trB'lt for the analysis of those lP!Ci:fic
~. lnfODl!tier. cxr.oemin; labontar:)· ~l ard,Ior cmti.fie:aticn ~ be~
fl1:r..:

teo' 3er!le':'~'; of~l Protect.ia'1
Offia> of ~'ty~
~409

Trer.ta.. ~ JenieJ' OOC25
(609) 29~-395C'

D. 'Ihe pem.ittef' !'han re""~ ~rds of all 1ltr.itering Worneticr., ineludinq all C!llibraticr. .c
rre.intena."lC!e rea:lrCE a.re a~ crig-J.a.:. 5trif e:t.an ~""9S fer a:r.~ llD'"';torinc;

ir.st.nll'e.,...atia:, ~ies c! All lVf'Crts~ k7i tt.is pe:r.C.t, " rec:ords o! all 41a used to
CDl'fle'.e thE ~:icatia: fer this peDro:.~. for a peria3 of et leest 5 years fr'a!'. the datE of the
M1Fle, 1IUS'.Jr~, ~ or ag;llc:atier.. 'Jhis pericd JlI!j' be erten:3ec1 k!z' nquest of th:
~ at en':' tiIre.

(6) 'JM results of ad! BJ'IlIl)'8l!S.

F. fblitaring %HUlts lhall be np::lrt.ed crl • Disd'la:r'ge M::lnit.erin;;~ (tHl) rifor CI\ the
Deprtrre1t". Mx'1itoring Asp>rt FoDn CMFf'h or,~ these fODl6 cb mt e;:pl)', in .mther fomet
~~ t11e Dliprt2lent.
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G. If t.be penat.. aor.Hcrs at.} pollutar:t .en freque~tly t.ba:: nqu1rK by the pel1lH, the resultJi
of tb1s .enltor1n; sht:l br 1ncl~~~ 10 the ce~oulat1cr an~ report1ng of tbe Oat! sub&1tte~ in
lbe ~, ~, OJ other arprove~ foraat.

It. Calc:ulaUoDs for all Haa.tloes wb1ct. r~lr. avera;lD9 of ..alur_nls sball \atllile an
ar1t.~t1c Mar. unless otbervlse 5peclfle~ by the Depar~Dt 1D tbe peralt.

I. Dilchar;e Kor.Storln. Rererts

11) IIor.Horln9 l'1!sl:lls shan be n.arh~ and reporteO om Ute appropriate "oDit.orlD; Report
Fon.s following lhe cc.plete~ reporUrll' period. S1vneO coples of tase, an~ an otller
reports require" berdr., sball be wbs.1lt.ed t.o the follow1Dg aOOreas:

Water Qua:lty Man.~meot

Dl~1slor, of Niter IRl0urce~

Oi 029
!rPntoc, New Jersey OB~2~

A'rni: lIor:1tor1Ilg Reports

12) If I contract lit-oratory 111 ut111U'O, tbe peraltlH sban subalt tbe Due aD~ adere55 of
tbe l~oraton' atl~ tbe p8T~ters Ulal)"lee at thE: Uae It lubci ts lts .0n1tcrir.; reports
(s.e Se-cUon 1l.I. above.l. Ally Cbl%l~ io Ule coDtract latlcrat.ory belne; used or t.he
para-ten aDalyled Ihall be reporte~ prior to or t0getber with the IIOc1lorln!il report.
cover1n/f t.be per1o~ durln!il vt.1cb t.he eJl&n;e was ..Oe.

r!. IIon1tcrini RepOrts. Iionltorlrc; l'1!su1t.s sbll~l be reported at tbe ll1tervals aII~ Ilart.1Jl~ date
~1fle~ elsewhere lr. ttls per:l~.

I{. Co"Cl1ar.ce SCbe~~1eL Jl~rt5 of CO&o;l1lnce or DOllcoJDpl1a11ce wUh, or ally pro;ress reports on,
lnte:lll' I:l~ Hr.e] recou~re~r.ts coctlllne~ 1r: arlO CCIC'i:ll:lce scheCtlJ1e of th:.s pen:1l 51'.6:1 be

8Ubzltted DO Illter than 14 days fo11awln~ ellcb sebe4ule ~.te.

12. Slgnatory Jl~1reJDe~t

A. Slgnature Jl!';ll1rewT"ts. All pel'lt aps:UcaUons, except tbose S\lbs1ttee for Clan II "clls ft ~

a OIe 41schar;e (.-. parl;rapt BI shell be s1qneO &5 follows:

(1) For a corpo:eUon, b)' a principal u:teuUve ofUcer of at least t.be level of vice
preslGer.t;

C2l For • pannersh1p or 101e prcprletcnblp, b)' a teDeral parlHr Dr the proprietor,
respecthel)' l or

tJ) For a wn1elpelHy, state, federal or otller p~Uc agency, by .St.ber a pr1flClpal exea:Uv
officer or r&nkl~; e1ecteO offiCial.

B. Rlporu. All ..eports rMl\lired 1:1)' penUs, oUler lnfomatioD "quested by t.be~t ID~ aU
pera1t .pplicatloDS ~ltted for Class II wells ua6er N.J.A.C. 7:14A-5.1 sball be Ilva-e ~ a
perscD oescribeC! in puaqupb A of thls section or by a .... ly nthori&e4 r-s>reselltlUve on17 11:
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121 The authorizatlon speelfles eltber aD lD~lvidual or a poSltlOD ~IV1D9 r.spons~11ity for
tbe ov~ra~l opnat1ot; of Ul~ nquhtee hc1l1ty or ac:tlv1t.y, ~eh as a position of plant
Ulia\let, operator of a well or well field, superintendent or perSOD of equ1valent
respons 11:1: it)·; ane

(3) The 'tltter. aulborlzat1or. ls sub&ltt.~ to the Depa~t.

C. QuRes to Autborlntior.. !! an authorluUOt WIder para9uph I of tIlis aectiOD 11 110 loaCJer
accurate ~Clu5e a dJffer~nt indlv14ual or poSitior. bas respons1bll1ty for the averall operatiar.
o! the racllitr, a new luthorlzitloc satisfy1n; the r~lr.-ents of parl;raph IOf tbls section
a~ll be suba1tteetc- the Depart_ct prlor to or togelber YUh ay reporU, 1nfol'tt1or., or
apr11C1tlons to be 'lfDee b)' an autbor1zed representat1ve.

D. CerUUelUon (N•.1.A.C. 7:1""-2.4Idll. Any persoD 5l\l1lin; Cly 4oc:uMilt WIder para9Taph A or B
of this sect lor. shall .ake the follow!n; certificat1on: ~I cert1fy YD6er pellalty of la. tbat I
bave personally eXKl.ned C1d I:' funlar wltb tbe infonDaUoc IUed 1» thiS dceulllflt ane! all
attlcbllents ar.~ tbat., bue~ on I)' lDq\:1[)' of UlOSf lndlv1lSuals ~dlately responsU,le for
obtain1n~ the 1nfo~t.loc, I belleve the lUbr.itted lcfo~atlon 1s true, .ceuzate, and coaplete.
I aE aWlrp that there are SlgDlflcar.t penaltles for sUbs1ttlnll false 1nfora&tlon, lacludlt19 t~

posslbillty of fine ~e I~Fr1.oc..nt.M

E. FIb" Stetemer.u. Azl~' pers« w~o Ia:oOVlnllly ..tes a false stateM1lt r repre.entaUor., or
cerliflcatlor. 1r. IT.y .~~11eet1or., reoor~, or otber ~oeuaent filed or required to be ..1Dtalne~
un~er tbe Stlt.e Act Ehall ~por. conv1clior., be sUbject to a f11le c! ftOt ~re tbar. $10,000.00 or
by lEprlsonment fer not more thar. 6 ~ontb$ or ~y both.

13. ~portlni ct~n9!s ar.~ Vlcletior.~

A. Flannt'e Changes. '%'be pen:1ttef sbe:l ~lve notice to tbe Depart.ael:lt as lOOt: .. possible of any
~lannee physlcal Ilt.eratlons or ae!~1t.lon5 to the perzlttee facl1ity. !he permltt.. sball comply
wilh N.~.A.C. 7:14~-:~.1 !1!!S.•h1c~ re~1re5 ap~roval for bUlldln;, lnstal11n;, 8O~lfy1~~, or
operat1n~ treat~ept yorks. (Mort: Sewer ~tenslons re~lr~ .uch an approval. 1 connect1or. of
• 51nqle b~11d1r.i thtou~t wblch less thaD 2DOC 9Pd flows by 9I'a.1ty tbrouqh a 5In;1. lateral Is
appt hem the rP<;\OuelHr.t ttl obtelr. the approval o! thiS Depart.llent.). C01lstruc:t1on of a
...er e~tenslor. Without this cPpart.ent'. approve1 ~11l be a vlolat1on of this perslt.

6. AnUcl'p!tee NonCO!T:iaDce. '!'he pel"l'llttee sball 91"e rea'Of\eble lIdvallce 1I0t1ce to the Depart.er.t
of any plannt~ cbanqes lr. tbe peraltted facll1ty or activity ¥bleb ..y re.~lt ~ ooncaaplllnOP
with pera!\. requlr...~ts.

A. ftIe perslttM sban report any nortCllIlpl1ance vblch My endue,er .aab or Ule Mlv1ronwnt. !'tar

permlttee aball prov1de tbe DepaTUeont Ylth the follovlnv lnfor1l&t!oll:

U) Steps ~lnq taker to detenllle tbe catlft of nODco-pl1ance;

C41 ne perl~ of nonee-pl1lJ1ce, lnc:lud1D9 exact ~ates Uld U.s. If tM ~llance bU IIOt
Men corr~te4, tM anUclpated UM wber. the f1sChare,e Will ntun: to cc.pllaneei
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1~1 Steps bt'lr.; tak~:: to r.l!uee. .liltlll.t., all" prevent reoccw'"CDce o! tile 1I000001rlll;
discharge.

B. 'nIe perzlttee shall oulli' provlcs. the infol'WeUor: in paragraphs 1..11) through 13) to the DEP
Hotline 16{'9) 292·717~ wUtllI: 2 hours froc the tiM lbe penlatee becOlleS aware of the
c i rC\JII Ite.nces •

t. 'tbe ~nrJ.Uee sbe: 1 oral1yprovlde the illfor-allon ln paragraphs ". (4) throuGh lSI to tbe DIF
HotUD. wllblr. 24 hours of the UM U. pen:lttee becomu aware of t.be c1rcuutallClu.

D. A wr1ttet: subl:'.ission Ihe: 1 allo til' providee vlthin 5 "'-" of tbe U_ Ule per.ittet becoMli
.art' of tbl' ClfC\ltlstar.ees. 'l'bl' VUltI'll subaSssion I!leU contain tbe 1llforaaUor. ir. ".(1)

through (6).

[. OUlI':' Noncor;l1uOE. The penz:ittH sball report all lnstlrlces of 1IOIlCClll;l18l'lct' IIOt reporl.~

UD~r plaqrapbs 11.J, II.Ie, 13.1.. U>~ 14." throu;b D at the tl_ -.:lllllorinq reports are
SUbltlttee. ~ re~rts shell contaln th. lnfor-etlon requlr~ ln the wrlttec ~lss1on 11ste4
lt: peravrapt It.t.

r. The fo)l~ln; s~e:l b. r.pcrte~ to tht' Depa~nt 1~ accordance vitb paragraphs I4.A through D:

01 If thl' case of any dSscharge subject to &I1y appl1catle toxlc pollvtant .fflu.llt ltaftdard
undu kc:llor. 3Ci lel of tb. Federal Act or UDl5er Secl101l 6 of tbe Stat. Act tbe Ulforaal1or.
require~ by paragrapbs I".All) through (31 r.VarS1D; a vlolatlan of suCb llUlda:e sbal1 be
proviCS.e to Ule t1epar~r.t wSth1n :2 hOUTS froc the UM tile permUt•• ~s allare of the
clr~tar.celi. Tbe lnfoBaUor :r~lre~ b) p.raqrapha 14.11(4) tllrou;h (6) lbe:: ~ pro­

vl15e~ to the Dt';:U't.»~t Wl tl:I1n 2.. bout! frOll: the UM tbe permlttee beCoMs avare of the
clrt"\lltst&nCt's. Whe:'E th. lr:formetlor. 1s prov1d.e orall)', • writter. .\'l!:lIUSUc.~. coverifl9
thesf polnts I:ust b. prov1de4 withln f1v. worUn., de,s of U»e UM the pt'rn1ttee becOll'lt's
awa:. o! the cSreu=stanc:es coyeree by th1s para;rapt.

12' In th. case of other e15cbargel whleb could constltut•• threat to b~ar. h.alth, velfare,
or ttl' environ~ent, lDCluttDg but DOt lialted te, d1scharve of pollutants 6es1vnatee under
s.c:tSor. 311 of the rec!enl Act, under SecUon Ei of the State Act, under the "Spill
Compell58t~or. an:! COlltrol Act", N.".S.A. 5&: 100-:23.11 !! !!S., or unc5er the ·&af. Dr1nk1nc;
Water lct" , ".J.S.I.. 58:121.-1 !! !!S" the lftfor.aUO!l requlm b,. paragnpb 14.1.(1)
tbrough (3) shall be prOVided to ttle Depart_Dt .1t11lll , boun f~ ua. UM the peTWllttee
HcloIIeS ann! of the cl~stancel. ,.. lDfoB.t1on r~lred by paralJ'epbs 14.1.(.) thrOUGh
161 lhall b. prov1S~ to the oep.rtMnt. .1thlr. 2.. heNrs frOll the u.. the permStt.. becC*eS

aware of the c1rC\lllstances. Jlber. Ute lDfonut1cm 15 provlded oraUy, a wrltten .",W.1I.1cr.
cover1n; t.b.s. points 8USt be provl6eC w1tbl1l five workiD; dars of the tl~ tbe peTWlltt.e
becOMS aline of th. c~rcuast&llCe1 cover~ by t.b11 paragrapb.

()) !be inf0r'll8t.1011 requ1ree ill PU'&qrlpbs 14.AUI tbrov;b (3) ..11 be provllh~ to the
Depctaent wUhln 2 Ilovs .bere _ d1lctaerge delcr~ UZIder PAravrap!ll 14.TIU or C21 Is
local.", vpstreu of a potlble w_t~r intake or ..11 fidd. !be IIlfonl8tiOll requ1re4 b)t

paragraphs 14.1.(4) tbrwqh IEl IIIal1 be provlded to tM Depan..Dt wlU111l 2" boun. If
tIIis Srlfonaat1on ls provide~ orall,., a written n!lIIJs.lon ClOYerll19 theft points .It be
proylded w!tbin fly. days of tile tiM t.M permittee beCOMs ."aR of the d1sdlarge.

(4) Ally b)'pass whiCh violat~s any .ffluent U.u.aUcms 111 tbe ~nait .ball " repoz:te~ w1thl1l
'4 iIo\Irs unless par.;rapbs 14.FII) tbrwgh (3) are -a>PllcabIe. CliH seetlO1l 15.)
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(6)

15. M!.!!

'art 1
'age Ie of

Any ~pset whic~ violates ary eff1uer.t 11mitation in the per-it sbell be reporte~ within 24
hours UD1e5~ perl;rer~s 14.F(ll tbrou~~ 131 are app1iC6tle. Is.. section 16.1

Vlo1atice of a aex~ 4111y discherge licltelior. for acy of lbe pollutants li.ted brtbe
DP~rt_M ir. tbe pertH sben be report.el! w1tb1n 24 blNU ur.lel. parellraphs 14.Fnl
throu;b (ll ere appllcahle (Ste N.J.A.C. 7:14~-3.13Ia17.).

A. ~'DaSS Det e~CHdlZli 11111hUons. ~e pe~1ttH My aUovey bypass to DCCUr which does hot
Cluse efflueDt 11altations to be excee4~. b~t only i£ it il alto for essential ..lnteDAnce to
aswn effiCient opereUOJl. !bes. bypasses are Dol S\Il)jKt to tM provlslons of pareqraphs B.
cd C. of thl. HCUOr..

III Ant1ci,ete~ Bypess. If the penr:lttee JalOll'! In al5vanee of t.be Deed for a ~!S, be lball
.ub~lt prior notice, if possible, It le.sl thirty ISOI days before tbe date of the bypass.

(21 Une.r.t1c1petK Bypus. 'I'tle pen1tt" aban sWlll1t ncl1ce of an UZlanUc1plltee bypass as
re~ire~ lr. para;re~t 14.F.14l.

C. Proh~1tior. of Bypass

111 Bypass 15 proh1!:lte~. ane the DeparUlellt -r take enforceM1lt aellon 1981n5t e penalltee
for bypass unle.!:

a. B)'pus "as unnoidlt.le to puvent loss of 11fe. penoHl 11l'ury, or severe property
due;€';

Il. '%'here were lie feas1t>le a1 teTT".ati veE tc: tbe bypass. suctl as t.he U5e of auxll1ary
tre.UIer.t facHI ties, retuUon of unlreattc5 vuttS, or ..1nteftUlCe durin; DOrM.l
perio~s of ~lp1'er.t dowt:t1llle. T!'I15 con~1t1all ls not s.t1sU~ if t.be peZ'llJttee C01allS
bave 1nslll1e~ adeq\l8te baek\lr ~lp..nt to prevent a bypass wtI1eb occurrec5 4\aln;
nere.1 periods of equlpee~t dovntlm. or prlve~tlv...1ntenanoep an~

c. '1M r«:Z'Illtt.. subl!itt~ Ilotiees as r.ql.Ilre~ WIder paragrapb 8 of this pelSon.

121 '.nle Departller:t ..y approve III ....l1c1patK bypass, aft.u cons1der1ng 1ts adverse effects, Sf

tbe DepartMDt ~termines that 1t vill Met the tbrH cond1t1ns listed above 1n paragraph
C.Ill of thls ..~tlon.

16. Upset

A. Effect of An Upset. An uput aly constitut. c a[{1raellve daf.DR to til'! actlon Ilrougbt tor
DODCOIIPl1UlCe .,nll web tedlllolocn-b...e pen1t .fflueftt naitaUns if tbe requ1R11tZlti of
paragraph I. of this ACtion are _to llhere DO detenall'1lt101l va...de dur1.ll9 adilinutnU"
NYl.., of etal" that DODCOIIPUCl« "al QUMe Ily \!pset, arM! then bas IlHn DO DepartMllt.al
.etlO1l for DOl'le'OllpUant'e, tile lacll: of web dlten-1nallon 11 Unat .dlaln1straUve .etlO1l sutl)Kl
to 'udlc1al rev1..,.

B. CoDd1Uor.s NeaessA!)' for A DellOnltratlon of Up.et. "permittee vhe .,lIbes to ••tatlUlb the
.U1nallve defen.e of IIp..t l!lan de.cnltrate, through properly siGMd. c:oct.poreneous
operaUng 1095, 01 other relevant ."ldelQ tbat:
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DEPARTMENT OF ENVIRONMENTAL PROTEC"tJ'~ 'l:\ot

DIVISION OF WATER RESOURCES ~'I4t

METRO BUREAU OF REGIONAL ENFORCEMENT
2 BABCOCK PLACE

WEST ORANGE, New JERSEY 07052

DIRIC C. HOFMAN. P.E.
E1EPUtY DIRECTOR

Kay 1, 1989
CERTIFIED MAIL
UTtJRN RECEIPT REQUESTED

Mr. Ronald Pope
Manager of Environmental Affairs
Elizabethtown Gas Company
One Brown Plaza
Iselin, New Jersey 08830-9990

Dear Mr. Pope:

On May 28, 1986, the consulting firm of Dames & Koore, on
behalf of Elizabethtown Gas Company (EGC), submitted a request
to this Department (NJDEP) for an emergency New Jersey
Pollutant Discharge Elimination System (NJPDES) permit for
performing short-term pumping tests on four monitoring wells.
In this request it was revealed that Chemical analysis of
ground water samples collected from the four monitor wells
reported the presence of base/neutral compounds (at
concentrations ranging to 3700 ppb), volatile organic compounds
(at concentrations of 500 ppb), and cyanide (at a concentration
of .4 ppm). It was also revealed that three inches of oily
material was observed on the surface of monitor well no. 5.

These results demonstrate the need for further
investigation of the contamination upon the ground water.
Pursuant to the New Jersey Water Pollution Control Act,
N.J.S.A. 58:10A-6.1 §t seg., and the regulations ~romulgated

pursuant thereto, N.J.A.C. 7:14A-l ~ agg., all d1scharges,
past or present, actual or potential~ to the ground water or
onto land which might flow or drain 1nto the waters of the
state is an activity governed under the New Jersey Pollutant
Discharge Elimination System (NJPDES) regulations. The purpose
of this requirement is to establish the presence of ground
water pollutant plumes Which may exist at a facility.

Implementation of the NJPDES requirements are the
enforcement mechanism by which discharges are brought into
conformance and compliance with laws, regulations, and

New Jersey " An Equal Opportunity Employer
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Elizabethtown Gas Company
May 5, 1989
Page 2 of 2

standards. Therefore, in order for EGC to aChieve compliance
with the aforementioned regulations, EGC is directed to apply
for a standard NJPDES/ Discharge to Ground Water IDGW) permit
within thirty (30) calendar days of receipt of th s directive.
NJPDES/DGW permit application forms can be obtained by
contacting:

New Jersey Department of Environmental Protection
Division of Water Resources

Bureau of Information Systems
CN-029

Trenton, New Jersey 08625
(609) 984-4425

Any questions concerning the completion of the Discharge to
G~ound Water. permit application should be addressed to the
Bureau of Ground Water Discharge Control staff f who may be
reached at (609) 292-0424. The completed app11cation must be
sent to the Bureau of Information Systems. A copy of the cover
letter accompanying this application shall also be submitted to
this office.

. It is antici~ated that EGC will coo~erate with the
,oepartment ~n th1S matter. However, fa1lure to comply with
this directive will result in appropriate enforcement action
including the imposition of penalties for non-compliance.

If there are any questions concerning this matter please
call Howard S. Goldman, the Environmental Specialist
responsible for this case, who can be reached at (201)
669-3900.

VZ; t~l~ur,/ ~
.-4~Vf,;(J i ..~t?~

~;ia T. Grant
Supervisor
Ground Water unit
Metro Bureau of Regional
Enforcement

E20

c. """red Hayes, BGWDC
'Joseph Krulik, BGWPA
Kenneth Sandor, H.O.
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FACT SHEET
FOR THE NJPDES PERMIT TO DISCHARGE

INTO THE GROUND WATERS OF THE STATE

Name and Address of Applicant:

Elizabethtown Gas company
One Brown Plaza
Iselin, NJ 08830-9990

Name and Address of Facility Where Discharge Occurss

Eli~abethtown Gas Company
Third Avenue and Florida Street
Lot No. 1381, Block No.5
Elizabeth, NJ 07206

Receiving Water:

Ground Waters of the State.
Triassic Brunswick Formation.

The site is underlain by the

T

Description of Facility:

The site is a propane, liquified natural gas (LNG), and natural
gas storage and transfer (rail, truck, and pipeline) facility.
Aquifer testing will be performed by utilizing four of ten
monitoring wells. Water will be recharged by infiltration
through diked areas of the crushed stone surface. All wells at
the site will be sampled for base/neutral compounds, volatile
organic compounds, cyanide, chromium, lead, and petroleum
hydrocarbons before the test.

Description of Discharge:

Between 2400 to 7200 gallons (10 to 15 gallons per minute (gpm)
at one to two hours, estimated) of pumped ground water. The
water (tested in 1984 over Ground Water Quality Standards for
base/neutral compounds, volatile organic compounds, and cyanide)
is to be pumped and recharged to 'the ground as part of an aquifer
characterization test. Permit limits maximum discharge to 25,000
gallons.

Permit Conditions:

According to the attached General and Specific Conditions.
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njpdes facname facstreet faccity faczip facenfrg facmaj
NJOO02101 COMPRESSOR STATION 240 LGN PLT 718 PATERSON PLANK ROAD CARLSTADT 07072 NE MI
NJOO02798 HENKEL CORPORATION BERRY AVE AT RT 17 NORTH CARLSTADT 07072 NE MI
NJOO03344 YOO-HOO BEVERAGE CORPORATION 600 COMMERCIAL AVENUE CARLSTADT 07072 NE MI
NJOO03719 METAL IMPROVEMENT CO INC 472 BARELL AVE CARLSTADT 07072 NE MI
NJOO05754 TECHNICAL OIL PRODUCTS CO INC 150 GRAND STREET CARLSTADT 07072 NE MA
NJ0028991 RANDOLPH PRODUCTS CO INC PARK PLACE EAST CARLSTADT 07072 NE MI
NJ0029378 GROBET FILE CO OF AMERICA INC 750 WASHINGTON AVENUE CARLSTADT 07072 NE MI
NJ0030970 ARSYNCO INC FOOT OF 13TH ST CARLSTADT 07072 NE MA
NJ0030996 GENERAL AUTOMOTIVE SPEC CO INC 462 BARELL AVENUE CARLSTADT 07070 NE MI
NJ0032522 COSAN CHEMICAL CORP 400 14TH STREET CARLSTADT 07072 NE MI
NJ0032590 SPEAR PACKING CORPORATION 95 BROAD STREET CARLSTADT 07072 NE MI
NJ0033405 TEC CAST INC 440 MEADOW LANE CARLSTADT 07072 NE MI
NJ0050300 ALFA INK DIV/LAKELAND LAB INC 655 WASHINGTON AVENUE CARLSTADT 07072 NE MI
NJ0052370 STANBEE CO., INC 70 BROAD STREET CARLSTADT 07072 NE MI
NJ0052728 NOVUS FINE CHEMICALS LLC 611-641 BROAD ST CARLSTADT 07072 NE MI
NJ0053121 TOWN OFFSET DIV STERLING REGAL 75 BROAD STREET CARLSTADT 07072 NE MI
NJ0055948 MORRIS PARK AVE CLAY PIT 100 AMOR AVENUE CARLSTADT 07072 NE MI
NJ0078310 YELLOW FREIGHT SYSTEMS INC NORTH BERGEN TERMINAL CARLSTADT 07072 NE
NJ0081779 NEW YORK TIME CARLSTADT FAC 600 WASHINGTON AVENUE CARLSTADT 07072 NE
NJ0089303 ARSYNCOINC FOOT OF 13TH ST CARLSTADT 07072 NE MA
NJ0101958 ARSYNCOINC FOOT OF 13TH ST CARLSTADT 07072 NE MA
NJ0104591 NOVUS FINE CHEMICALS LLC 611-641 BROAD ST CARLSTADT 07072 NE MI
NJ0106640 ROADWAY EXPRESS INC. 700 COMMERCIAL AVE. CARLSTADT 07072 NE
NJ0107697 YOO-HOO BEVERAGE CORPORATION 600 COMMERCIAL AVENUE CARLSTADT 07072 NE MI
NJ0110973 PROSPECT TRANSPORTATION 583 INDUSTRIAL ROAD CARLSTADT 07072 NE
NJ0111058 GENERAL FOAM CORP 109 KERO ROAD CARLSTADT 07072 NE
NJ0111236 RECKITT & COLMAN INCORPORATED 179 COMMERCE ROAD CARLSTADT 07072 NE
NJ0111287 POTTERS INDUSTRIES INCORPORATE 600 INDUSTRIAL ROAD CARLSTADT 07072 NE
NJ0111805 CITROL AROMATIC 320 VETERANS BLVD CARLSTADT 07072 NE
NJ0111830 KROHN INDUSTRIES INC 303 VETERANS BLVD CARLSTADT 07072 NE
NJ0111953 MANHATTAN PRODUCTS INC 333 STARKE ROAD CARLSTADT 07072 NE
NJ0112364 CARRETTA TRUCKING INC 130 MOONACHIE AVENUE CARLSTADT 07072 NE
NJ0112879 BILLINGS FREIGHT SYSTEMS INC 256 PATERSON PLANK ROAD CARLSTADT 07072 NE

NJ0113298 SEAGRAVE COATINGS CORPORATION 320 PATERSON PLANK RD CARLSTADT 07072 NE

NJ0113310 COOK & DUNN PAINT CORP 700 GOTHAM PKWY CARLSTADT 07072 NE

NJ0113492 HARTIN PAINT 225 BROAD STREET CARLSTADT 07072 NE

1
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FEBRUARY 23. 1989
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- DAMES & MOORE
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1.0 INTRODUCftON

We are pleased to submit this report on an Environmental Investigation

performed at Elizabethtown Gas Company's Erie Street site (Figure 1) in accordance

with the contract dated August 21, 1984 for P.O. 841951. The purpose and scope of

services were developed in meetings held between representatives of Dames & Moore

and Elizabethtown Gas Co. The focus of the investigation was evaluations of soil and

ground water conditions and assessments of soil and water quality to evaluate the

extent of coal gasification bY;JI'oducts, if any, buried on site. These materials

include:

o wood chips - used in the purification process in coal gas manufacturing;

o coal tar - produced as a by-product of coal gas manufacturing; and

o other liquid materials.

Since coal gas is no longer produced or handled on-site, these materials are no longer

produced or disposed of on-site.

2.0 PURPOSE

The purposes of this investigation are to:

1. assess the geologic and hydrologic conditions on-site; and

2. evaluate the vertical and lateral extent of soU and ground water contami­

nants, if present.

3.0 SCOPE OF SERVICES

The scope of services includedI

1



1. review of existing data;

2. drilling exploratory borings and monitor wells;

3. measurement of water levels and water level fluctuations;

4. logging of soU properties and visibly contaminated soU zones;

5. preparation of maps, cross sections and charts depicting site conditions;

8. TV logging of monitor wells;

7. cleaning and redevelopment of monitor wells; and

8. water sampling for visual inspection and chemical analysis;

9. report preparation.

4.0 REGIONAL SE'n'ING

The Erie Street facility is located in Elizabeth, Union County, New Jersey

(Figure 1). Union County lies within the Piedmont Plateau physiographic province.

The province is characteriZed as a region of low lying plains and gently

sloping hills with occasional basalt ridges. Altitudes range from approximately 550

feet along the Watchung basalt ridges to sea level at the Arthur KID near the site

area. Topography and surficial features are primarily the result of Quaternary glacial

events which both scoured the existing bedrock surfaces and deposited a mantle of

drift in the region. Drift comprises stratitied and non-stratified tUIs, and fluvial and

lacustrine deposits. In the Elizabeth area, the glacial deposits are reported to be

primarily ground moraine deposits (till which was deposited from below the glaciers as

the ice retreated). Bedrock underlying the site consists of the Triassic Brunswick

Formation. The Brunswick formation consists of soft red shales and sandstones and

2
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serves as the most important aquifer in the county. However, no pubUc supply well

fields tapping the bedrock are reported in the City of Elizabeth. Reportedly, Vll11ey

rill deposits (glacial soils and gravels which accumulated in ancient bedrock valleys)

serve as additional sources of ground water in the county. several drainage basins are

located in Union County. The site lies within the Elizabeth River basin which

encompasses the majority of Elizabeth.

5.0 S1TE BACKGROUND

The site is an active propane, natural gas, and LNG storage and transfer

facility covering approximately 20 acres. It is bounded on the north by Third Avenue

and private residenees, on the east by Bilkay's Trucking Company, on the south by the

Elizabeth River and on the west by ConRan Railroad tracks and the New Jersey

Turnpike (Figure 2). The Erie Street facility is located in B. mixed commerclal­

residential district of Elizabeth along the Elizabeth and Arthur Kill Rivers.

Analysis of air photographs of the site vicinity taken in 1923, 1940, 1959

and 1978 provide insight into demographic and land use alterations which have

occurred. Air photos show that the facility appears to have been bunt on a low-lying

marshy area. Drainage channels running southeast, apparently designed to drain the

marshy soils, provided drainage pathways to the EliZabeth River. Original buildings

and structures were clustered in the northern portion of the site along Third Avenue.

Prior to serving in its present capacity, the facility served as a coal go
manufacturing plant. As part of the gasification processes, coal, coke and slag, coal

tars, and wood chips from gas purification were created as by-products. A portion of

these materials were landfUled on the site, particularly in the southern areas ot the

site where they were used with other backfill materials to cover the marsh deposits.

Coal storage pUes were observed In air photos from 1923 to be maintained

in the west central portion of the site. Additional related materials, including wood

chips, coke and slag pUes were reportedly maintained in the southern portion ot the

~te. Many of the structures associated with the gasification process ha..,e been
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removed, including the generator and compressor houses, tar separators and gas

holders in the north and northwest portions of the site.

The present Elizabeth River Channel location has been modified by the

U.S. Army Corps of Engineers as part of its flood control program. The channel has

been straightened to run approximately east-west along the site. Previously the river

channel curved to the south. Dredge spoil from this effort was probably used as rm

material to cover marsh deposits along the river and to construct flood control

embankments along the river. The embankments lie along the site's southern

boundary. Water gates in the flood control embankments allow surface water to drain

from the site into the river during low tides and prevent river water from entering the

site during high tides. During high tides, a pump disaharges rlDloff water into the

river.

8.0 PREVIOUS INVESTIGATIONS

Several geotechnical and environmental investigations have been com­

pleted for the Erie Street plant. Those reviewed by Dames &: Moore 88 part of this

investigation include Draft Environmental Impact Statement, Proposed Propane AIr

Peakshaving FacUlties, 19'13, by Edwards and Kelcey, Inc.; several engineering soils

reports by Geotech Associates; Analysis of SoU Sample for Elizabethtown Gas Co. by

E. I DuPont de Nemours and Co., Inc.; and several environmental reports prepared by

Transcontec, Inc. concerning soil and water samples collected at the facWty.

Geotechnical investigations reported stratigraphic conditions s(mllar to

those identitied by Dames &: Moore: fm overlying organic soils or clays overlying

bedrock with ground water usually observed in the upper five feet of soU (see

Section 8).

The DuPont report contained analysis by GC/MS of a single son sample

obtained from an unknown location. The analysis indicated the presence of naphtha­

lene and isomers of methyl naphthalene Which are constituents of coal tars.
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Three reports dated December 11, 1983, January 16, 1984 and September

18, 1984, prepared by Transcontec, were reviewed. The December 17, 1983 report

presents results of analyses of soU samples collected at random and analyzed as part

of an initial investigation which compared site conditions to estimated background

conditions. The six soil and ground water samples were analyzed for metals, sulfate,

phenols, cyanide, pH and oil and grease. The locations of the sampling points are not

provided. The report concludes that the metal concentrations are near to expected

backgrolD1d levels. The pH tends to be acidic.

The January 16, 1984 report presents results of analyses of soil and water

samples collected during the installation of the plant's fire protection system on

October 31, 1983. Samples were analyzed to assess residual compounds in selected

areas of excavation. Nine soU samples and one grolD1d water sample were collected by

Transcontec for analysis during the construction of the fire control system. The air In

the head space of each soil sample jar was analyzed. Aromatic hycrocarbon vapor,

including benzene, toluene &OO/or xylene, were detected in the head space air of seven

soil samples. The approximate locations of the soU samples are shown in Figure 2.

Results of additional analyses, if any, have not been made available.

The September 18, 1984 report presents results of analyses of eight water

samples collected July 13, 1984 from the Elizabeth River and storm water drain. nus
report was initiated to evaluate water upgradient and downgradient of the plant and in

the storm water drain. Four water samples were collected in the drain and four water

samples were collected in the river at locations along the facility's southern boundary.

The water samples collected on July 13, 1984 are reported to contain both aromatle

and aliphatic hydrocarbons derived from either kerosene, heating oil, naphthas, coal

liquids or motor oil. 'll1e westemmost samples were collected near the raDroad

crossing and additional samples collected downstream. The river sample collected

near the railroad crossing did not contain hydrocarbons. The sample collected near the

storm water outfall contained aliphatic and aromatic hydrocarbons. Two samples were

collected further to the east in the river. ODe sample contained no detectable

hydrocarbons and the other contained only a trace of hydrocarbons. The water sample

~ollected from the drain near the central portion of the property's southern bolDldary
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contained hydrocarbons whereas samples collected both upstream and downstream in

the drain contained only traces or no detectable hydrocarbons. Since no hydrocarbons

were detected in water samples obtained furthest downgradient in the drain and river,

preliminary evaluation provided in the report indicates that little hydrocarbons were

leaving the Elizabethtown Gas Co. facility.

These preliminary studies report that residual hydrocarbons were present In

soils at specific locations on site and that surface water in the storm water drain and

the Elizabeth River contained trace levels of residual hydrocarbons.

'1.0 SITE IHVESTIGATION

T.l GBNBllAL

A comprehensive site investigation program has been carried out at the

site since 1984. The program has included the followings

o performing several site inspections

o drfiling 19 soU borings

o installing 10 overburden aquifer monitoring wells

o installing three bedrock aquifer monitoring wells

o surveying well elevations and locations

o obtaining ground water samples for analysis

o obtaining soU samples for analysis

o monitoring water level elevations

o installlng water level recorders in each well

o performing downhole TV inspection of well screen

o cleaning and redeveloping wells

o observing well performance data during well purging.

Nineteen (19) soU borings were made throughout the site under the

observation of Dames eSc Moore. Locations of the borings are shown in Figure 2.

1lltrteen (13) borings were converted into monitor wells. Ten (10) of the wells are
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screened In the shallow alluvial materiaL Three wells are screened (open holes) in the

bedrock underlying the alluvial soil. The deep wells are arranged in ~ with

adjoining shallow wells in order to evaluate the relative hydraulic head in the two

aquifer zones. Locations of the monitor wells are shown in Figure 2.

Elevations of the well casings and ground surface elevations of borehole

locations were surveyed by a licensed land surveyor. Water level measurements were

made in all wells in order to prepare a water level contour map of the site. Water

level recorders were set up on 811 wells (both shallow and deep) to evaluate the effects

of tidal fluctuation on the ground water levels.

Water samples were collected from all wells and sent to Environmental

Testing &: Certification (ETC) for chemical analysis. Four ground water samples were

analyzed for full priority pollutants with plus 40 library search. Remaining samples

were analyzed for priority pollutant base/neutral compounds. In addition. water

samples were collected from the water surface of each well to observe if any tIoating

contaminants were visually present. Water samples were also collected trom the

bottom of each well to observe if dense, separate phase contaminants were visUally

present. SoU/waste samples were collected from three selected borings and analyzed.

'T.2 TV INSPECTION OF WELLS

Because of the presence of coal tar residues In the soil at the site, a

question was raised regarding possible detrimental effects of coal tar on the PVC well

screens used for construction of the monitor wells. Therefore, a decision WBS made to
Inspect the condition of the monitor wells with a down-the-bole television (TV)

camera. For this purpose, Graham Every Artesian Well Co. of Rochelle, New Jersey

was contracted to do the TV logging of the monitor wells.

Prior to TV logging of the monitor wells, each well was checked for the

presence of fioatlng oU. A thin sheen of oU was observed floating in Wells MW-5 and

MW-6. This oll was removed by swabbing with oU adsorbent material on March '1,

1986, just prior to the TV logging of the wells. The floating oU was cleaned out to

7

T:· "..." ". ~ ..,



prevent blurring of the TV camera lens. A permanent record of the TV logs of the

monitor wells was made on a VHS video cassette. TV logging ot the wells was

conducted on March 10, 1986.

As a result of the TV survey of the monitor wells, Dames &: Moore

recommended that the monitor wells should be cleaned and redeveloped prior to any

pump testing of the wells.

1.3 WELL CLEAImlG AND REDEVELOPMENT

On May 1 and 2, 1986, each of the monitor wells was cleaned and

redeveloped. Each monitor well casing and screen was cleaned by brushing with a

4-inch diameter brush (similar to a botUe brush) mounted on the end of a metal rod.

After each well was brushed, the loose debris was removed from the well by pumping

and surging the well untll the discharge water ran clean. About an hour was spent

cleaning each welL

7.4 SPECIPIC CAPAcrry OF MONITOR WELLS

WhUe each monitor well was being pumped after the brushing action was

completed, drawdown measurements were made in the well. The pumping rate was

also measured whUe the water was being pumped from the welL In this manner, the

specifIc capacity of each well was estImated. The specific capacity of a well is

defined as the pumping rate divided by the drawdown in the welL The drawdown

gener8lly Increases with the length of time that a well is pumped at a constant rate.

Therefore, to compare the specific capacity of several wells for short pumping

periods, the specific capacity should be specified tor the same pumping time period for

each well.
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8.0 RESULTS

8.1 STRATIGRAPHY

The various layers of earth materials encountered at the site fr'om

youngest to oldest (top to bottom) consist of:

FUl

Peat

Residual Sons

Bedrock

Each of these units are described below:

The entire site is covered by a layer of fm r'anging from one to 10 feet

thick except in one 10C!alized area where a ao-foot thick zone was observed while

drilling well MW-2. This thickness of rill is related to an excavation for a tank which

is no longer in existence. The fill generally increases in thickness southward toward

the Elizabeth River. Photos of the site show that the southern part of the site near

the river was once swampland and thus topographically lower than the northern part of

the site.

The fm is generally composed of silty sand and gravel with some areas

containing sUt and clay, cinders, coke and slag and wood chips. Coal tars are fOlUld in

the coke and slag. Cinders are often found with oU andlor an oily odor.

There is a significant difference in the character of the tID between the

northern and southern halves of the site. The northern em consists prlmuily of

cinders about one to three feet thick except at the SO-foot tank excavation. At the

tank excavation, fill consists of sand, clay and gravel with substantial quantities of

I'ubble, primarily wood beams. This northern fill generally is not on saturated and
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overlies natural clay soils. An exception is noted at tbelank excavation where the tUi

was visibly contaminated with oil and is believed to be directly in contact with the

bedrock. The southern tnI is thicker, up to 10 feet, anteontaiIls cinders, debris, coke,

slag, wood chips and is otten oil saturated. This fnI oVlllies peat and organic silts and

clays.

Green and yellow peat with organic sUts" clays is found underlyJng the

southern two-thirds of the property. The peat is a lll&JiBUm of five to six feet thiek

on the southern border and pinches out northward. .. peat is saturated with water

and is very soft with a very low blow count. Fill m«tsrial eonsisting of slag and coke

has penetrated the upper part of the peat due to settlillr '" the slag.

Residual SoIJa

Natural soils which are probably residlBl sons and till formed on the

bedrock. l81derlie the fnI and peat deposits over all tJtl ae. site. '!bese soils cons.t of

red brown clays and silty clayey sands. These soils ra.qre' hom 5 to 11 feet tb1ck.

A thin gravel zone about 1 to 2-feet thick ..rUes the bedrock along the

southern edge of the property. This is probably 8 f.III.YiaI depo8it related to the

Elizabeth River.

The bedrock consists of Triassic Brunswick" with oeeesioMl fractures

and clay seams. '!be depth to bedrock established by borings and wells in this

investigation ranges from 14 to 31 feet. In general, the depth to bedrock decreases in:

an easterly direction across the site.
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ere. sections

Several cross sections have been drawn which show the interpreted

relationship of the various stratigraphic units described at the site. Locations of the

cross sections are indicated in Figure 2. Cross sections are shown in Figure 3. Logs of

borings and monitor well details 8l"e contained in the Appendix.

8.2 TV INSPBCTION OP WELLS

The TV logs revealed that there was no visible damage done to the PVC

well screens as a result of coal tar residues in the soU. Wells MW-5 and MW-6 were

the only wells to contain any visible oU noating on the water in the well. Well MW-5

also had some heavy oily material in the bottom of the well.

The monitor wells generally contained mineral deposits on the interior of

the wells in the form of small hair-like protrusions about 1 to 2 mm long, extending
inward from the screen slots. These deposits were loosely attached to the PVC well

screen slots and tended to break loose as a result of the passage of the TV camera

through the well water, thereby making the water turbid.

Wells MW-7 and MW-9 contained turbid water, and therefore the condition

of the PVC screens could not be observed with the TV camera.

8.3 GROUND WATER HYDROLOGY

There appear to be two separate aquifer zones underlying the site. One

aquifer exists within the unconsolidated surficial solls and the other is within tfJe

underlying bedrock. The soU aqUifer zone appears to be separated from the bedrock

aquifer zone by a zone o( low permeabWty composed of the silty clay described above.

The water table in the soU aquifer zone ranges from about 2.5 to '1.5 feet

below the ground surface. In most locations, the water table is withiD the em layer.

1'he slope of the water table and direction of ground water now vary throughout the
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site. In general, the ground water flow diverges to the southeast, east, and north away

from the central part of the site's western bolDldary.

The ground water now paths can be visualized by examining the water

table contour map in Figures 4 and '1 containing data from September 1984 and

Oetober 1986, respectively. The highest water table elevation at the 1984 readings is

5.86 feet at well MW-4 on the west side of the site and the lowest is 2.93 feet at well

MW-7 in the southeast corner of the site. Ground water elevations measured from

each monitor well for several dates are shown in Table 1. Ground water nows from

zones of high elevation head to zones of low elevation head along paths which are

perpendicular to the water table elevation contour lines. A few representative now
lines have been drawn on Figure 4. It can be seen that ground water underflow enters

the property on the west botmdary in the vicinity of well MW-4 and flows radially

away from this location throughout the site. Most of the ground water flow is toward

the north side of the site in the vicinity of well MW-2, which is situated in the 3D-foot

deep backffiled excavation. This now path represents the most permeable ground

water zone on-site.

Ground water flow to the south toward the river is restricted because of

the peat and silty clay deposits along the southern part of the property. Grotmd water

flow is restricted to the northeast because of the thick clay there as shown by well

MW-3.

Ground water now and quality to the north and east may be affected by

the presence of leaky sewers along Third Avenue and South Second Street. Storm and

sanitary sewers commonly leak at the joints, especially in older urban areas. The

depth of the water table is in the range of 3 to 6 feet below grade which puts it at or

above the invert elevations of most urban sewer lines.

In order to investigate the tidal response in the aquifers on-site, water

level recorders were initially installed in a pair of wells near the river, which exhibits

tidal nuctuations on the order of about 2 feet. It was found that tidal response of

~ater levels in the soil aquifer are negligible. A continuous water level recorder was
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installed in well 5, which is about 50 feet from the edge of the river, and a tidal

response of about 0.05 foot was observed. This compares to the 0.5 foot tidal response

in a bedrock well (MW-5D) at the same location. The very small tidal response in the

soU aquifer is primarily the result of a relatively large storage coefficient in the soU

aquifer, which is an unconfined water table aquifer. A low permeablllty caused by

silts and clays in the aquifer matrix in some areas could also tend to reduce the tidal

response.

In order to verify these findings, water level recorders were subsequently

installed on the remaining monitor wells. Generally, the same tidal responses were

observed: bedrock wells show 0.25 to 0.5 toot response and soU wells show almost no

response. Well MW-t, screened in the overburden, however, showed eratic but cyclical

changes in water level, which correlated well with similar changes observed bedrock in

well MW-ID. This indicates that at this location or very close to this loeation

(northwest comer of site), the bedrock and soil aquifer are in better hydraulic

connection than at other locations where well couplets were installed. Graphical

descriptions of the water level fluctuations are presented in the Appendix.

There is a significant difference In permeability of the soU aquifer

throughout the site as indicated by the response of the soil monitor wells to pumping.

Wells in the gravel zone on the southwest side (wells MW-5 and MW-6) are more

productive, yielding in excess of 5 gpm. The other soU wells yield less than 5 gpm.

Specific capacities of all overburden wells were estimated. 'The specific

capacity ot a well is defined as pumping rate per water level drawdown. Specific

capacity is related to the efflciency of the well and to the transm:issivity of the

aquifer. Therefore, for 8 set of wells constructed in the same manner and developed .

to similar degrees of efficiency, variations in the specific capacity are primarlly

related to variations in ~he transmissivity of the aquifer. Thus for wells having simUar

construction details, wells with high specific capacity indicate aquifer zones of high

transmissivity, whereas wells with low specific capacity indicate aquifer zones of low

transmissivity.
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The specific capacities of the monitor wells are listed in Table 5. '!be

measured values of specific capacity range from 0.12 to 200 gpm/ftdd (gallons per

minute per foot of water level drawdown). Monitor Well MW-4 has a very high

specific capacity, which is significantly higher than the values for any of the other

wells on site. When MW-4 was being pumped at a rate of 10 gpm during the cleaning

operation, the drawdown stabilized at 0.05 foot. Several of the wells, MW-2, MW-3,

MW-7 and MW-8, had such low yields that the wells were pumped dry in less than

10 minutes.

The extremely low specific capacities of these four wells (MW-2, MW-3,

MW-7 and MW-8) is consistent with the fact that they are screened in sediments which

8.l"e composed primarily of silts and clays which are of low permeability. 111e

remaining wells are screened in coarser-grained materials of greater permeability.

The extremely high specific capacity of overburden well MW-4 indicates a

zone of very high permeability surrounding the well.

The permeability of the bedrock aquifer is variable, depending upon the

number of fractures existing in ditferent locations, as evidenced by the water-yieldlng

capacities of the wells. The bedrock wells on the west side of the site yielded about

35 to 50 pgm (MW-ID and MW-5D). 'The deep well in the southeast corner (MW-7D)

yielded about 2 gpm.

Ground water in the bedrock aquifer exists under confined artesian

conditions. The piezometric surface for the bedrock aquifer is similar to the elevation

of the water table aquifer. The bedrock aquifer shows a significant tidal response of

about 0.5 foot. Therefore, for part of the time, the bedrock aquifer's piezometric

water level is higher than the soU aquifer water level and for the rest of the cycle, it

Is lower than the soil aquifer water level. Par this reason, it is difficult to determine

if the net vertical gradient is upw8.l"d or downward at some locations without a

continuous record of water levels at all well pairs.
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Based upon the water level hydrographs in the appendix, which were made

at the end of 1984, the following estimates were made of the average water level

elevations in the bedrock aquifer relative to the overlying alluvial aquifer:

Estimated Average Estimated Average
Monitor Water Level Elevation Vertical Hydraulic

Well (feet) Gradient

MW-l 3.8 Down
MW-ID 3.0
MW-5 3.2 Up
MW-5D 3.3

MW-7 2.9 Down
MW-7D 0.7

These data suggest that the net average gradient is from the shallow

alluvial aquifer to the bedrock aquifer for much or most of the site. Whereas the

estimated gradient is upward at MW-5 and MW-5D, the difference in average water

level is relatively small. Therefore, the net upward flow of ground water from the

bedrock to the alluvial aquifer at this location could be relatively small. At the other

locations, the estimated gradient is strongly downward. At MW-1 and MW-ID, the

estimated difference in water level elevation is 0.8 foot. At MW-7 and MW-7D, the

estimated difference is 2.2 feet. Therefore, downward flow of ground water at these

locations could be significant if a permeable pathway exists to allow the water flow to

respond to the gradient. Because shallow monitor well MW-1 responds strongly to the

tidal response along with MW-ID, this suggests that there is a good hydraulic

connection between MW-l and MW-1D somewhere near this well pair. Such a

connection could be natural, such as if the intervening clay layer is missing, or be the

result of man's activity, if man-made excavations penetrated through the clay layer

and were backfilled with permeable fUL

8.4 HYDBOGRAPB OP WELL MW-I

The initially highest water table elevation recorded on the site is at MW-4

(see Figure 4). Flow net analysis of the water table elevation contours indicates that

'much of the ground water in the water table aquifer at the site originates as underflow
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from the adjacent property west of the site, rather than from direct intntration of

precipitation on the site. The factors which support this observation include:

1. Ground water flow lines for the entire site diverge from a relatively small

zone aroWld MW-4, indicating the small zone is the primary area of

recharge to the aquifer. This zone is interpreted to extend beyond the

property botmdary;

2. Very high specific capacity is observed at MW-4 (210) and high specific

capacity is observed for nearby downgradient wells MW-10 (33.3), MW-6

(45.5) and MW-5 (14.3). This indicates that soils in these areas of the

facUity near the adjacent property are zones of higher permeability which

allow for underflow from adjacent property;

3. Very low hydraulic gradient between MW-4 and MW-IO indicates little

restriction to now (i.e., greater permeability) in the area between these

two wells;

4. Wet areas and ponded water observed in depressions along the railroad

tracks receive runoff from the turnpike and serve as a source of ground

water recharge. Since these areas are usually moist or wet, precipitation

need not overcome the soil moisture deficit before percolating to the
aqUifer (see below);

5. The response of water level in MW-4, screened in more permeable soil, to

summer rainfall event is likely the result from rain water entering the

subsurface from depressions along the railroad tracks and flowing through

the zone of higher permeability to MW-4.

It has been hypothesized that the ground water underflow which flow8

approximately eastward toward MW-4 originates from New Jersey Turnpike rtDloff or

other source, which Is recharged west of the site. In order to assist in evaluting the

hydrologic regime of the site, a water level hydrograph was made of MW-4 for a
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period of 21 days using a Stevens water level recorder. The hydrograph is shown on

Figure 5. It can be seen that the general trend in the water level is a gradual decline

for the 21-day period of record. However, it can be seen that the O.14-inch

(O.062-foot) of rain which fell on September 5, 1986 caused a measurable rise in the

water level of the well on the order of 0.25 foot. The respo",e is attributable to

conditions described in Nos. 4 and 5 above and in the following paragraphs.

Because of the high evaporation potential during the summer months which

causes a moisture deficit in the soil, which Is usually not satisfied until OCtober or

November, direct recharge of rainfall through the soil horizon generally does not occur

until late October or November. During the summer months, the water table

elevations generally continue to decline even during periods of summer rainfall events.

The depression between the turnpike and the Conrail property receives

runoff from the tumpike. Because the runoff from the impervious surface of part of

the turnpike is concentrated in this depression, there is sufficient water accumulation

to overcome the soil moisture deficiency during the summertime, thereby allowing

water to reach the water table from a small rainfall event during the summertime in

this limited area. This may account for the rapid rise in water table elevation

observed at MW-4 after rainfall events.

8.5 WATBR TABLE FLUCTUATIONS

Water level measurements were made in the monitor wells throughout the

site at various times starting on October 17, 1984. The water level elevations are

summarized in Table 1. Water levels were recorded in order to evaluate tidal effects

and rainfall event effects on ground water levels and flow patterns. Evaluation of

these data provide insight on site hydrogeologic characteristics.

The water table elevations for the shallow monitor wells listed in Table 1

are plotted graphically on Figure 6 in order to compare the water level response

characteristics of each of the monitor wells. The water table elevation Is plotted on

the vertical axis and time of measurement is plotted on the horizontal axis. However,
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it should be noted that the horizontal time axis is not plotted to scale. The graphical

increment is similar between each set of readings regardless of the time span between

readings.

The water table elevations, as manifested in the monitor wells, fiuetua.te in

response to recharge from rainfall. The water table rises as a result of rainfall

recharge saturating solls and percolating to the water table. Water table rises are

generally relatively rapid compared to declines which occur between recharge events.

In some cases there is a lag period in the time between when a rainfall recharge event

occurs and when the water table rises in response to the recharge. 1bese cases include

rainfall events which must overcome a soU moisture deficit, water level rises In

aquifers of lower permeability and water level rises in aquifer zones far removed from

zones of recharge. Water table recessions are generally more gradual between

recharge events.

By observing the water table hydrographs on Figure 6, it can be seen that

the monitor wells can be divided into two groups based upon the~ response character­

istics. The first group can be called the large response group, and the second group

can be called the small response group.

The large response group consists of wells MW-4, MW-9 and MW-IO. These

wells have shown a relatively large rise in water table elevations from 1984 to 1988.

These are located in the zone of relatively high permeability indicated by the low
hydraulic gradient in Figure 4.

The small response group consists of wells MW-2, MW-3, MW-5, MW-6,

MW-7 and MW-8. These wells have shown a relatively smaller rise in water table

elevations from 1984 to 1986. These are located in the zone of relatively lower

permeabillty indicated b:v the steeper gradients shown on Figure 4.

Monitor well MW-1 shows response characteristics which are intermediate

between the two groups described, indicating it is located in a zone of moderate

permeability.
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It should be noted that the large response-type wells (MW-4, MW-9 and

MW-IO) are mostly high specific capacity wells, as shown in Table 5, the exception

being MW-9. The smaIl response wells are mostly low specific capacity wells as shown

in Table 5. this suggests that the response characteristics of the wells are a function

of two physical properties:

1. permeabUity of aquifer, and

2. distance from zone of recharge.

Wells MW-4, MW-9 and MW-IO, which are closest to the zone of recharge

which is hypothesized to be the underflow from the turnpike, show the largest water

level response to recharge. The remaining wells which are farther away from this

zone of recharge show smaller responses to recharge.

8.8 WATER TABLE ELEVATION CONTOUR MAP 1986

Figure 7 is a water table elevation contour map for September 11, 1986.

This map has the same configuration as the October 17, 1984 water table map shown

on Figure 4, except that the water levels generally rose between the two sets of

readings. The largest water level rises were in the area of MW-4, MW-10 and MW-9,

which had water level rises in excess of 1 foot. The remaining wells had water level

rises which were about half a foot or less. Water levels at MW-l and MW-IO declined

by 0.10 and 0.16 foot, respectively, for this time period.

Flow net analysis of the water table contour map shows that the general

direction of ground water flow has not changed during the period of observation from

October 17, 1984 to September 11, 1986. The ground water flow pattern is still a

pattern which shows ground water underflow from the western boundary of the site in

the vicinity of Conrail ~d the turnpike, which then diverges to the north toward Third

Avenue, to the east toward South Second Street, and to the south toward the Elizabeth

River.
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8:1 GROUND WATER FLOW IN BEDROCK

Based on the estimated average bedrock water level elevations given for

the three bedrock monitor wells in Section 9.0, an estimated bedrock water level

contour map was prepared for the site and shown on Figure 8. Based upon these

estimated average measurements, the ground water now in the bedrock is estimated

to flow to the southeast under the site. The zone of discharge for the bedrock aquifer

is probably the Elizabeth River.

8.8 HYDRAULIC CONNECTION BETWBEN' SURFICIAL AQUIPBR AND BEDROCK

AQUIFER

An analysis of the ground water flow regimes in the alluvial and bedrock

aquifers including the tidal response of the monitor wells MW-l and MW-1D suggests a

significant hydraulic connection between the two aquifers in the vicinity of MW-l and

MW-ID. In order to illustrate such 8 hypothetical connection between the two

aquifers, a generalized cross section was prepared from the vicinity of MW-l and

MW-ID to MW-7 and MW-7D, which is illustrated on Figure 9. In this generalized

crOss section, it can be seen how ground water from the alluvial aquifer could possibly

migrate down Into the bedrock aquifer near the northwest edge of the property, join

with the bedrock aquifer water, and flow to the southeast through the bedrock aquifer

toward the vicinity of MW-7D. From there the water would discharge into the

Elizabeth River. Similarly, MW-2 appears to have been drilled in a former gas tank pit

which was excavated 15 feet into the bedrock. The pit has been filled with silty,

clayey soils and miscellaneous debris which likely limit connection between bedrock

and overburden aqUifers.

&.9 GROUND WATER AND SOn. QUALITY

8.9.1 General

any material was encountered in all borings and wells on-site except in the

northwest and northeast corners (wells MW-l and MW-3). Samples of the fm in these

two locations did exhibit a petroleum odor when the borings were made.
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The oil is found primarily in the fill from a depth of about three to six feet

below the land surface down to the peat, and penetrates about one to two feet Into the

upper surface of the peat. The deeper peat did not contain visible oil but did exhibit

ony odors. The contaminated zone starts at about 0.5 foot above the water table and

extends downward into the saturated zone.

Analyses of ground water samples obtained from the monitoring wells

indicate that ground water contamination is present beneath most areas of the site.

Wells MW-l, MW-3 and MW-8 screened in the overburden aquifer contained trace

levels of base neutral compounds (below analytic Method Detection Limits). All other

overburden wells contained detectable quantities of these compounds. Base neutral

compounds were detected at trace levels In two bedrock aquifer monitoring wells and

concentrations above the method detection limit for priority pollutant compounds

(volatiles, base/neutral, metals, cyanide, phenolics) were detected in bedrock monitor­

ing well MW-7D.

8.9.2 Son Quallty

Borings which encountered very oily fill include B-1, 2, 3, 7 and 10, MW-2,

4, 7 and 10. The remaining borings had strong odors but were not visibly oil saturated.

Based upon these observations, the areas of minimum contamination are the areas of

the gas holders in the northeast part of the site, and the northwest comer of the site.

Other portions of the site contains flll which appears contaminated with oily material.

The locations of borings which encountered fill heavily contaminated with oil are

shown on Figure 4.

Areas containing wood chips include boring locations MW-7, MW-7D, B-7

and B-3. Wood chips were observed on the land surface in the southern portion of the

site. Three soil/waste matrix samples were collected and sent to Environmental

Testing and Certification of Edison, New Jersey for analysis of total priority pollutant

content and a "plus 40" scan of additional peaks revealed by GC/MS. The samples

designated as B-3, B-7 and B-10 were obtained in the fill from depths of 2 to 4 feet, 4

to 6 feet and 5 to 8 feet below grade, respectively. The locations of the sampling

points are shown on Figure 2.
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Each soil/waste matrix sample contained elevated concentrations of base­

neutral extractable compounds associated with coal tars. These include anthracene,

naphthalene, acenaphthenes, acenaphthylene, chrysene, pheneanthrene, fluorine and

fluoranthene, which were detected in concentrations in the thousands of psrts per

billion range. In addition, several volatile organic compounds associated with coal

tars were also detected. These included benzene, toluene and ethylbenzene. Sample

B-7, which visibly contained a higher proportion of wood chips than the other samples,

contained the highest concentration of cyanide and arsenic.

Results of chemical analysis of soU/waste samples are summarized in

Table 2.

All base-neutral compounds detected in the soil/waste matrix samples were

detected in at least one of the groWld water samples with the exception of lndeno

(l,2,3-e-d), pyrene, dibenzo, anthracene, benzo(ghI) perylene, and benzo (k) fluor­

anthene. Similarly, all volatUes detected in the soil samples were detected in grolDld

water from wells that were analyzed for volatUe organic compounds. The only

exception was 1,l,l-trichloroethane, which was detected in the soU but not in grOlUld

water. Generally, the concentrations of these compounds were greater in the soU

samples than in the water samples. Wells MW-7 and MW-7D, installed in an area

which was visibly high in wood chips content, showed high levels of cyanide.

The "plus 40" scan revealed additional compounds probably associated with

coal tars. These compounds were tentatively identified but not quantified.

8.9.3 Ground Water Quality

After the wells were constructed they were allowed to equilibrate for

several days. The w~ were then tested to determine if any separate phase oU had

accumulated on the water table or on the bottom of the wells. No separate phase oil

was detected in the bottom of any well. A trace of oU or tar globules was detected on

the surface of the water table in wells MW-5 and MW-5D. A slight oil sheen was

.detected on the surface of the water in well MW-2.
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Water samples were colleeted from the monitor wells and analyzed. Water

samples from wells MW-2, MW-5, MW-7 and MW-7D were analyzed for total priority

pollutant content. Water samples collected from each of the remaining nine

monitoring wells were analyzed for the base-neutral fraction of priority pollutants.

8.9.3.1 AlJuvilll. Aquifer

Water samples collected from monitor wells 1, 3 and 8, which are located

in the areas of minimum visible contamination (based on observations noted during

drilling operations) contained trace levels (below method detection limits, or BMDL) of

base-neutral compounds. The remaining soil wells contained total base-neutral

content of less tllan 200 ppb with the exception of well MW-4, which showed a total

base-neutraJ content of approximately 23,100 ppb. Generally, those compounds

detected in anyone well water sample were noted in the majority of the others. The

compounds are those associated with coal tar with the exception of a plasticizer (di-N­

Butyl phthalate) detected at trace levels in several of the wells.

Eaeh of the three soU wells sampled for total priority pollutants showed

some degree of volatile organic contamination. Benzene was detected in all three

wells at concentration levels ranging between 529 and 785 ppb. Toluene was also

detected in each well in lower concentrations than benzene. Cyanide was identified in

all three shallow wells. Oily materials oecasionally have been observed at low tide to

seep from the alluvial aquifer along the adjacent Elizabeth River and into a surface

water drain which is situated along the southern boundary of the property and which

also discharges into the river.

Soil well MW-l and bedrock well MW-1D, which are believed to be placed

in an area of hydraulic connection between bedrock and soU aquifers, showed Identical

results of chemical analysis. Trace levels (BMDL) of Bis (2-ethyl hexel) phthalate and

di-n-phthalate were the only compo\Dlds deteeted in water samples from these two

wells. However, these samples were not tested for volatile organics.
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8.9.3.2 Bedroek Aquifer

Ground water from three bedrock wells, MW-1D, MW-5D and MW-7D was

sampled. Well MW-7D was analyzed for total priority pollutants and wells MW-1D and

MW-5D were analyzed for base-neutral compounds only. All deep wells showed some

degree of contamination. Wells MW-ID, MW-5D and MW-7D showed trace (BMDL)

levels of several base neutral compounds. Well MW-7D showed 22 ppb of napthalene

and approximately 1,300 ppb of total volatlle organic contamination and 3,100 ppb of

cyanide.

A complete Ust of all compounds detected in the ground water samples is

presented in Tables 3 and 4.

Section 8.8 described the hydraulic relationship between the alluvial

aquifer and the underlying bedrock aquifer and how the shallow alluvial aquifer ground

water may be percolating into the bedrock aquifer in or near the northem part of the

site in an area where there may be a "winoow" In the clay layer which separates the

two aquifers. Ordinarily a clay layer, such as the one at the site, would act as a

barrier to prevent significant migration of contaminants from an overlying to an

underlying aquifer even in the presence of a strong vertical hydraulic gradient.

9.0 LOCAL WATER RESOURCES

9.1 SOBPACB WATER

The Elizabeth River runs along the site's southern boundary. The river is

subject to prOVision of NJAC 7:9-4, Surface Water Quality Standards, which estab­

lishes rules by Which NJDEP classifies surface water bodies, provides for their

designated uses and develops policy for protecting surface water bodies.

In accordance with Surface Water Quality Standards, the Elizabeth River

has been classified as an SE-3 class waterway. TIle "SF'designation is the surface

~ater classification applied to saline waters of estuaries, and the n3n indicates water
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with the fewest designated uses of the SE class. As such, designated uses of the

Elizabeth River are restricted to:

1. Secondary contact recreation

2. Maintenance and migration of fish populations

3. Migration of diadromous fish

4. Maintenance of wildlife

5. Any other reasonable use

Less restrictive designated uses for SE-l and SE-2 classified waters include primary

contact recreation, shellfJsh harvesting and maintenance, migration and propagation of

natural and established biota. These less restrictive uses are not applicable to the

Elizabeth River.

On the basis of conversations held with NJDEP representatives, Ms.

Barbara Curts and Messrs. Bud Cann and Ron Shearer of Division of Water Resources,

Bureau of Monitoring Management, and Mr. steven Lebow of Division of Water

Resources, Bureau of Water Quality Standards, we tmderstand that NJDEP does not

have an active plan or strategy specifically designed to address potential problems

associated with the Elizabeth River quality. Overall goals of the pepartment were

described as improving the "fishabUlty and swimabillty" of the river.

Although in our disctmsions, the NJDEP did not indicate specific aims with

respect to improvement of the Elizabeth River as compared to other specific. water

bodies, general policy concerning surface water quality standards expressed In

NJAC 7z9-4.5 include steps to improve overall quality of saline waters and prevent

discbarges of deleterious substances.

9.2 GROUND WATER

In the site area, ground water is found in both the bedroclc and overburden.

To evaluate ground water use in the site vicinity, Dames de Moore revieWed USGS

,Water Resources Investigation 76-73, Geology and Ground Water Resources of Union
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COWlty, New Jersey, held discussions with town engineers and health officials, and

reviewed available well records on file at NJDEP Division of Water Resources. From

these efforts, the location and use of Identified wells and information concerning

ground water use were evaluated. Figure 10 presents the locations of wells identified.

A total of 29 well locations are provided on Figure 10. It should be noted that

additional wells may also be present but not identified through our search.

Of the 29 well locations identified, six are reportedly used for domestic

purposes, five 81'e reportedly used as observation/monitoring wells, one is used as part

of an air conditioning system, seven uses are unidentified (although six of these wells

are owned by companies), four are reportedly unused, and six are used for industrial

purposes. It Is not known Which, if any, of the wells are currently in UBe, however, the

date of inst8l1ation is shown on the attachment to Figure 10. Three wells are located

within a 1/2-mUe radius of the site. Two of these three wells are reportedly used for

industrial purposes and one for domestic use. It is not known what aquifer is tapped by

the domestic well but the reported depth, 92 feet, implies that the well is likely

screened in bedrock. Specific yield ranged from 10 to 120 gallons per minute for these

wells.

Seven additional well locations have been identified between a 1/2-mUe

and one mUe radius of the site. The majority of these are located north and east of

the site although wells are identified on all sides of the site. Two are reportedly used

for domestic purposes, two for industrial use and uses of three are unlmown. The

depths of these wells indieate that sIx borings are screened in bedrock and one, located

northwest ot the site Is an overburden monitoring well.

It should be noted that the City of Elizabeth is serviced by a public water

supply. The public supply is provided to residents in the area of the site. No public

supply well fields are located in the City of Elizabeth.
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10.0 CONCLUSIONS

10.1 STRATIGRAPHY

o Stratigraphy a.t the site consists of (with increasing depth below grOWld

surface) fill, peat, residual soils, gravel, and bedrock. Unit thicknesses

varies from 1 to 30 feet of fUi, 0 to 6 feet of peat,S to 17 feet for residual

soils, and 0 to 2 feet of gravel. In general, fill thickness increases to the

south, the peat layer pinches out near the north central part of the site,

and the gravel zone is present only along the Elizabeth River.

10.2 SOn. QUALITY

o Oil-satura.ted soil and fUI was encountered in the southern, western and

central portions of the site.

o Wood chips reportedly associated with eoal gas purification were

encountered on the ground surface and near surface fill.

o Soil samples obtained from oU saturated soU zones contain residual

compolUlds associated with coal gasification by-products.

o More coal gasification by-product compounds were identified in the soil

samples than in the water samples.

o Coal tar constituents were detected in soil samples obtained trom Borings

B-3, B-7 and B-I0.

10.3 GROUND WATER HYDROLOGY

o Ground water is present in both the overburden and bedrock zones at the

site.
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o Ground water appears to now radially away from the west central portion

of the site.

o Water table elevations observed in the monitoring wells show variable

response to rainfall events.

o Water level elevation nuctuations due to tidal response in the bedrock

aquifer are on the order of .25 to .5 feet.

o Water table elevation fluctuations due to tidal response in the soil aquifer

are negligible. MW-l did, however, show cyclical changes in water levels

Which are attributable to tidal influences.

o The tidal response of shallow monitor well MW-l in the northwest corner

of the property (whereas no other shBllow monitor wells have a tidal

response even when close to the river) suggests that there is a hydraulic

connection between the alluvial aquifer and the bedrock aquifer somewhere

close to the location of MW-1.

o A tormer gas tank pit has been excavated approximately 15 feet into

bedrock at MW-2. The pit has been backfUled with enl and sUty clay

materials, which may limit the hydraulic connection with the bedrock

aquifer.

o The average hydraulic gradient is downward from the alluvial aqUifer to

the bedrock aquifer under much of the site.

10.4 GROUND WATER QUALITY

o OUy materials occasionally have been observed to seep from the alluvial

aquifer along the Elizabeth River at low tide when the water level in the

river Is lower than the ground water level in the alluvial aquifer.
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o Coal tar constituents were identified at detectable levels in ground water

samples obtained from monitoring wells 2, 4, 5, 6, 7, 9, 10 and 7D. Coal

tar constituents were identified at levels below method detection limits in

monitoring wells 1, 3, 8, 1D and 5D.

o Compounds detected are those associated with coal tars. An olf-site

source of pollution may exist but has not yet been confirmed.

o The "plus 40" analysis of selected water and soil samples qualified but did

not quantify additional compounds associated with coal tars.

o Cyanide is present in the ground water and was detected in wells MW-2,

MW-5, MW-7 and MW-'1D which were tested for this compotmd.

10.5 WATEllllBSOORCES

o The Elizabeth Rivel" adjacent to the site is classified by NJDEP as an SE-3

designated river with limited designated uses.

o No municipal water supply well fields were identified in Elizabeth although

several private wells were identified in the site Vicinity.
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TABLII

WAua LBYBL BLBYAftOlI8
.........DT

JllZARBJaTOWH GAl COIiPAltY
BJ.lZABITB. IIBIf .JBUBY

Water Blevations (Peet Above Mean Sea Level)
Elevation

of
\tOllltor Top of Cuing

WeU (teet) 10/11!!4 11/01/84 01/17/8~ 0~l02186 08/26/87 08/29/86 09/02/86 09/05/86 09/11/86

MW-l 12.58 3.90 3.57 4.17 4.95 4.21 3.84 3.9'1 3.99 3.80

MW-ID 12.86 3.49 3.00 3.71 4.22 3.66 3.22 3.54 3.63 3.33

MW-2 10.96 5.41 5.71 5.92 5.78 6.23 6.01 5.'12 s.n 5.96

MW-3 8.62 2.98 3.42 3.51 4.14 3.87 3.52 3.25 3.20 3.41

MW-4 14.19 5.86 5.47 5.60 1.31 '1.14 7.00 6.19 6.75 6.18

MW-S 9.47 3.16 2.60 2.76 3.56 3.51 3.37 3.44 3.41

MW-5D 9.43 3.23 2.99 3.44 4.11 3.56 3.14 3.35 3.61 3.28

MW-8 9.08 3.35 3.08 3.15 4.08 3.97 3.81 3.80 3.18

MW-7 10.10 2.93 2.70 2.55 3.40 3.22 3.13 2.90 3.01 3.06

MW-7D 9.41 0.54 0.04 0.86 1.55 0.69 0.48 0.49 0.75 0.68

MW-8 13.11 4.47 4.61 4.95 5.46 5.29 4.90 4.86 4.90 4.99

MW-9 12.27 4.91 4.'19 5.08 6.92 6.84 6.'16 6.45 6.41 6.47

MW-lO 12.03 ~43 5.30 S.U 6.95 7.20 6.85 6.84 6.86 1.03
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TABLB3.

SUMMARY OP AIfALY.
BASB IIBUTIlAL COllPOUHDlIN GBOUND WATHR

BRlB8TBBBT
BUZABBTRTOWH OAS COIIPANY

BJIZA8BTH, .BW JBJI8BY

MW-l MW-ID MW-3 MW-4 MW-5D MW-8 MW-8 MW-9 MW-I0

Acenaphthene 17& BMDL 24 BMDL BMDL 83

Acenephthylene BMDL BMDL BMDL BMDL 104

Anthracene 12 BMDL BMDL 22

Benzo (a) Anthracene BMDL 16

Benzo (a) Pyrene BMDL

Benzo (b) Fluoroanthene BMDL

Dis (2-Bthylhaxyl) Phthalate BMDL BMDL BMDL BMDL BMDL BMDL BMDL 12 BMDL

Butyl Benzyl Phthalate BMDL

Chrysene BMDL BMDL

Di-n-butyl Phthalate BMDL BMDL BMDL BMDL BMDL BMDL BMDL BMDL

Di-n~ctylPhthalate BMDL

Fluoranthene BMDL BMDL 21

Fluorene 47 BMDL BMDt 16

Napthalene 3,420 BMDL 32 424 1,840

Phenanthrene 80 BMDL BMDL 130

Pyrene 11 BMDL BMDL BMDL 39

Notes I •

Concentrations shown are In parts per bUUon (ppb).
Blank spaces indleate compound not detected In that sample.
BMDL =Below Method Detection Limit of Analysis.
Detection Ilmtt of analysis - 10 ppb.
Results of Analysis tor Base Neutrals in MW-2, MW-5, MW-1 are Included in Table 4.
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TABLI4

SUJlIIAIlY OP dALY_
0-2. 1111-S, II.-r AlID ".-TO

IIIBITUIT
ELlZABftBTOW.. aD COIIPAft

ILIZABITII, Mn BJUIBY

Volatil. Compound!

Ben&ene

EthfJbenzene

:w.thylen. CbIorIde

T.tractlloroeth,~

Tol....

MW-2 MW-S MW-'1 MW-'1D

530 (101 52. (10) T85 (100) 7T8 (laO)

391 (100) 188 (100)

SMDL (l01 SMDL (10)

BMDL (10)

214 (10) 11 (10) SMDL (100) 402 (l001

BaH/Neutral Compaandl

AceMPhthene
Aeenepbthy.....

Anthracene
BenIa (a) AnUn_ne

ChryllM

PluorantheM

FlllONM

Naphtha1eH

Phlnantllrene

PyrtM

78 (1Dl 125 (10)

104 (10) 11 (lD)

11 (ID) 14 (10)

SMDL (10)

SIiDt (ID) SMDt (10)

BIIDt (10) SMOL (10)

42 (10) 31 (10)

1310 (10) 141 (10)

51 (111) 91 (10)

SMDt (ID) 15 (10)

13 (10)

BMDL (10.

13.. (111)

11 (10)

BMDL (10)

BMDL (10)

22 {tOl

BMDL (10)

Acid Compounds

2,....Dim.tbylpbenol

Pbenol

BIlIUt (25)

HMDL (25)

SMUt (25) BMDL (25)

'Ie_ cyanide and .t!!!loII

ArMato

Cbromiwn

COIII*

1'tIaWum
Cylllide, Total

PMnollos. Total

41.0 (51 SMDL (10) BMDL (5)

11 (I)

BBlDL (8) BIIDL (II

SMDL (5) 1.01 (5)

SID (25) 400 (25) 14,010 (25) 3100 (25)

t3 (50) 50 (51) 81 (50) 84 (50)

l!!!!!1
CoIInntratlonllbown IN in IWtII*' blWan (ppb).

Blank tpaH8 lndi_toe eompaund not dIheCed In that AI!!PI..

BMDL • Below Method Deteottan Unlit of .....,...

FII\Ir1le in penal........ ct.tectfan Umlt of analpls.
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TABLES

SPECIPlC CAPACITY OF 1II0MlTOR WILLS

BBlBSTRBET
ELlZABB'tHl'OW. GAS COMPANY

BLlZABBTH, RB1f JBBSEY

Pumping Dl'awdown
Rate at 10 Minutes Specific Capaaity

Wen No. (spm) (feet) (gpm/ft of Drawdown)

MW-1 1 8.51 0.12
MW-ID 10 1.18 8.62

MW-2 5 ran dry

MW-3 S ran dry

MW-4 10 0.05 200.0

~W-S 5 .35 14.3
MW-5D 10 4.60 2.11
MW-6 5 .11 . 45.5

MW-1 5 ran dry

MW-7D 3.5 8.54 0.41

MW-8 5 ran dry

MW-9 5 5.15 0.81
MW-I0 10 .30 33.3
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FIGURE 4
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ERIE STRRfT WORKS" DRAWING NO. 0-1907

APPROXIMATE LOCATION Of- ~)()Il SAMPLES COlLUTED FROM FIRE CONTROL
SYSTEM TRENCHES

LOCATION OF MONITOR WELL SCREENED IN SOIL AQUIFER

LOCATION OF MONI TOR WELL SCREENED (OPENHOLl) IN BEDROCK AQUIFER

LOCATION OF EXPlORATORY BORING
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LOCAL WELL LOCATION MAP
ELIZABETHTOWN GAS CO.
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REFERENCE:
GEOLOGv AND GROUNDWATER RESOURCES OF UNION
COUNTY. N.J .• USGS WATER RESOURCES INVESTIGATION
76-73. NJDEP FILES.
BASE HAP: USGS TOPOGRAPHIC HAP .• ELIZABETH.
N.J.-N.Y. QUADRANGLE. 1967.

KEV:.5 LOCATION OF IDENTIFIED WELL

NOTE:
SEE FOLLOWING PAGE FOR LIST OF WELL OWNERS AND VELL USE. ADDITIONAL
WEllS HAY 8E PRESENT AND NOT DEPICTED ON THE FIGURE.
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WBLLI mB!ITIfIIDmmADA

Well
Det. DeptII GICIIalPo YI.1d

Well No. 01m1l' ~ .J!!L Unit TaD!!!CI Ja!!!l Use

1 9ohweitur, Incl. 110 III*oak UIlIIRCI

I BIIubethtoWft \II.ter eo. 115S 20t 8Idrock tJ-.d
s BIIok DIIll1Ol1d Co. U80 21S Bedrock 110 Indllltrial, EUabItIl Watll co. lila 20S BecIrollk
5 w.s.t Aile Co. 1115 300 IlI*ooIl 30 0mIIId

I 'Nil. EI/Illlnt US4 110 8Idrodc lS Dollllftle
7 e-tU CII.IIIlea1 eo. INS 100 SIdrclaIl TO UDUMd

• LIJand 1'UtNI co. 1NI 500 8IdroaIc 100 Indaltrlal

• oJ-eJb WIIdlI lRS ISO Bedrock 12 Domllt~

10 oJ. Eo ar,an 11.0 211 IIedrock 10 DomIlt1e
11 1'lIo...llettJ co. use .01 IIe*ack 2" 0tIIer
12 •. M_ lUI SOl 8Idrock ID JncIQItrtII
13 VoIapC.. lie. Its' UO BIdrock 14
U Euet AnacIz Co. UII 4" 8Idrollk !n4IItrllll
15 Perk CbI.1ftI Co., Ine. 1"1 111 8Idrock 120 Jn6IItrial
11 ReIatIoIcI ClMmIe&l co. 1'" 400 ... 41S IndIIIU'ia1
17 ~ 11* eo..lno. U .. 5-lt MonItorl/l(
II N•• ".,., 'l\Irnp8c. 1'" .. Momtorlne
u 1'1•• JerRy 'I\IrnpIlce 1117 44 Moaitorl/l(
10 New JIZIIY 'I'umpIka 1117 81 ~rI/l(

It It. AIltIIlnIJ'IIIe11 field 1'" UO 11 DollIntie
22 ftoln1ty hntlCOItIl Churah 1111 200 .. Alr Conditlonlnr
U 8IrnIrd Cood..... Itt 12
U 8hII1OU Ita I-I'
IS JiIlDa ltl4 10
2.

_ BuIl1II
11'1 " 10 Dom.lIa

21 Pner Fiorini 1111 •• 10 Oom.Ua
21 ED. 1114 10 ~allon

21 E1llIIllI 1111 IS

!2[!!a

Bet. to ' .... 10 tor .111 kIaatIonI.

-- • UnbowIl
••Ut NOI•• and • _ Ioclac.d ouUidI lIlap boIIncIaP__ ..... 10.
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